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NATIONAL COMMISSION ON STUDENT 
\ ^ FINANCIAL ASSISTANCE 



Thursday; i^iovEMBjBtt 10, 1983 

_ " House of Representatives, 
* Subcommittee on Postsecondary Education, ' 
' ; CoMMiTTKE 0^1 Edvcation AND Labor, 

' ^ T 7 - - WashingfonrRa 

The subcommittee mot, pursuant to call, at 10:06 a.m.^ in roohi 
III, CannoA House Office Building, Hon. Paul Simon (chair^nan of- 
he subcommittee) presiding. r ' ^ 

Members present: Representatives Simon, Tenny, Erlenborn, 
}underson, and Petri. 

Staff present; William A. Blakey, staff director and mcgority 
lounsel; Maryln McAdam, legislative assistant; Johi;! Dean, minor* 
ty counsel; and Betsy Brand, minority counsel. . ^ 

Mr. Simon. The' subcommittee will come to order^ This morning 
he Subcommittee on Pbstsecondary ^ucation continues i£s fact- 
inding hearings leading to reauthori:l^tion of the Higher Educa- 
ion Act of 1965, as amended. \ < 
' During the last reauthorization in 1980 the National Comipission 
m Student Financial Ai^Qistance was created. The X^ionimission was 
[irecte^ in the Education Amendments of 1980- to conduct studies 
n seyei'al are^s that.have loilg troubled this subcommittee, the fl- 
lancial aid community, the college and university presidents and 
he students and parents who were eligible for Federal fmancial as- 
listance. ^ v ^ ■ , 

Under the able'^tetewardship of my colleague. Bill Ford, and Dr. 
)avid Jones, the Commission has completed a monumental and 
rery important task. Their work will carry great weight in the up- 
loming reauthorization. The subcoinmitt^e is ailxious to hear both 
ibout the research done for the Commission and its recommenda- 
ions for modifications of the current law to . facilitate . greater 
iccess for low- and • middle-income students and .to' imprO^{p the^ 
luality of postsecondary education, ^eherfdly, in the ^^N^^ 

Our witnesses today are Dr^ Jones of Peabody College kt Vander- 
rilt University, Dr. Kenneth Ryder, president of Mortheiastem Uni- 
versity, in Boston, and David I Irwin .of the Washington Friends of 
iigher Education.. V ' | % . • ^ ' • 

Dr. Jones is joined bv sonie of h^gohunissioners ^d I will ask 
liiii to introduce them before he presents his testinaony. 
> B#)re we proceed, however, I want to' note that Betsy Brand 
vha hebs worked with the subcommittee for — how long? ^ 

Ms. Brand. Three years. V * * * / 

(1) ' - ^. 



Mr. Simon. Throo yourp.' 8ho has done un oxcpUpnt Job. Sho in . 
Joining tho staff of Sonotor Dan Quayle and will bo wording on 
education for Dan Quaylo. Wo wish you the beat and we are grat^^ 
ful for all that you have- done. D^in, is fortunate to have y^ur servr 

Wo will procood with pur .witnossos and call first ^on Dr. Jonos, 

STATEMENT' OF A PANEL OF WITNESSES CONSiSTING OF; m 
^ DAvm *»NES.PBABODY COLLEGE, VANDERBILT UNIVERSITY. 

ACCOMPANIED BY MARILYN I^I1>0»C0AT, ATT^^^ 

BER OF THE INSURANCE PREMIUM SUBCOMMITTEE AND 

OP THE SUBCOMMITTEE ON GRADUATE PROfiRAlV^S, NATIONAL 
/COMMISSION ON STUDENT FINANCIAL ¥SISTANCE; 

REEHER, EXECUTIVE DIREqTOR OF THE VENNSYLVANIA . 

HIGHER EDUCATiON ASSISTANCE PROGRAM; SCOTT MILLER. 

SENIOR RESEARCH ASSOCIATE, AND RICHARD TrJERUE, CHII?If 
. EXECUTIVE OFFICER, BOTH OF THE NATIOlsiAL COMMISSION; 

DR. KENNETH RYDER. PRESIDENT. NORTHEASTERN IINIVERSL 

TY; AND DR. DAVID IRWIN, WASHINGTON FRIENDS OF HIGHER 

EDUCATION ^ , . 

Dr. Jones. Good morning, Mr. ^Chairman. It's a pleasure to be 
her6. With me this morning is Mrs. Marilyn Liddicoat^ an Attorney 
from ^California, and Kenneth Reeher from Harrisbui'g. Pa. 

I appreciate this opportunity to present to you a brief report on 
the Commission's \vork during the past^i^rears. I h^ye su^itted to 
•'you and to members of your subcommittee an ,11- or i;2-p^ 
and this morning I would like to takejhe^opportun^tyno review^ 
sections of that report. / . . , , t . j j .y 

Mr. Simon. Your Ml report will be entered in the record and we 
will await your sumniairy here. ^ . i ^ \ . , • y 
- [Dr. Jqnes* report of the National Commissioron Studfent Fwmn- 
cial'Assii^tanc^ follows:] * ^ ; , Y ; 

REPORT OP THE NaTIOJ^AL COMMISSION 01^, StUDSnT Vl^KUl^h ASSISTANCE, / ^ .J| 

Presented BV David R. Jones * ^ ' ^ 

The , National Commission on Stud^t Financial AssijBtancc.'was established by 7 
Congress in 1980. (P.L, 96-374) Funds N?ere ^vervtufelly appropriated in the last quar- 
ter of fiscal ^ear.1981, at which time the Commission's chairman, Congressman WiJ- 
liam Ford appointed a staff. ■ _ ' . « . . •! 

• In N(^ember 1381, President Reagan appointed fpgr^Commissioners: Dr. Marilyn 
Liddicoat, an attorney from Watsonville, California, pithard E. Kayanagh, Senior 
Vice President with Shearson/American Express, from Chicago, IllinoU,*art^^ 
neth R. Reeher, the Executive Dinector of the .Pennsylvania Higher Education, ite^ i 
sistance Agency from Harrisburg, Pfrinsvlv^nia. I v/^ the Presidents fourth ap- , ; 
pointee, and W)as appointed q^aiI:man of the Pommissitfn. • \ M5oo/.iin' 

; The Speaker of the Hflus^ppointed Congressman AVende I Bailey of Missour , 

andWilHamD?Fordo™ichigah,Dr.JbhnBrad^^ | 
^ ver8ity,.and Kenneth G. Ryder, President Of Northeastern University.wh^^^^^^^ f 
cated in Boston. Earlier this year Congressman Johp N. Erlenborn of Illinois re ^ ^ 

' Si^rSSlon^ feppoiixted by the Preside&t Pro T^^ of the Senate ar^ 

, . "^enatbrs Clairborno Pell of fthpde Island and Robert;T^ Stafford VermojU^^^^ [■ 
P. Gardner,:wl?o at the time of his appointment was the P^ff »4ent of the Uni^^^^^^ 
of Utah, and was recpntly named Pres dent of tMe Urfiversitv of Cahfornw System, 
and DaVia.M. Irwinfthe^ Executive Vice. President t>f the Waahinjrton Friends of 
Higher Education. Mr. Irwin is from Seattle, Washington.^ i-m^.i^^^ o 

fn carrying oitt our mandated activities, tfih Commission has met iBnimes as a . 
fu\l eommission/and our sulwommittees havf heW meetings. We have- 



A- 
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iMNUiurrtovim ro|H)rtN»conimiiiiiloiimi ibrty roNoiiroh popar^i conduotod ulghUeh public 
honrlngH, and hoard Tram over two hundord witniMiioi and approximately twenty- 
five aiui9ciatlonfi concornoa with jpos^ocondary^oducntiori policy. CommliMlonorfl and 
member^ oftho Commiasion ntnfr attended nearly fifty regional and national prefeS" 
Clonal cottforoncos to moot with financial aid offlcorii, doann, builnoM officers and 
othorH In t,he hlul^er oducaiion community. Through these actlvltlcM^ we believe, we 
have conducted one of the moHt e^tenHlve f\nd thorough anulysot cn Federal student 
aid nollcy, , ' Jt 

Tno CommlB8ionor8 4ind commiaAion staff are grate(\il for cho ^|)l\ndld cooper^^tion 
of tho following, people; William Dlakey and*John Dean el* the staff of tho House 
'Subcommittee on Postsecondury Education; Polly Oault^ David Morso.^nd David 




and Ralph Omn^o and the Credit Managolfnent Task Force. 

The spociflclty gf the ConKres:blonal mandator tx) the Commission |f(omptod us to 
divide tne work apiong eight subcommltteesj Further^ the Cemmj^lon oeblded t6 
submit, to Congress eight reports rather ^tKat/a single report encempasfling the rec- 
ommendations of tK^subcommlttcMJS. » ^ - * . 

0u/r first four aubciommittocs/focusod on specific -issues v/lUi^ the framework of 
tho^xiatlng student aid system. Thoflo subcommittees examinltd: (1) tho defini(lon/)f 
satisfactory academic progress; (2) the In-School Interest subsidy prevision of the 
Guaranteed Student Loan prpgram; 0 the Inaurance Premium prollslen of the 
Qiiarcintoed Studont Loan program; and (4) the Special Allowance provision of the 
Qiiaraittbod Student Loan program., The Satisfact;pp)^Progrcss Subcommittee was 
chaired by Comml8sieQQt\ Pell, the In-School Interest Subcommittee was chaired by 
Commissioner Stafford, the Inaurance -Premium Subcommitneo was chaired by Com- 
missioner Bailey ami Comtnissioner Ford chaired the Special Allowance Subcommit- 
te.o. Thebo <fubc6mmittoe reports were ^oviowed by the Commission and unanimous- 
. ly adopted. - / ; *^ 

. .1; ■. ' ' ■ ' • 

SATISFACTORY ACAt)EMtO PROORESS ^ . ^ 

■ ' ■ V - 

This subcommittee examined the issue of satiiKactory acadoniSic pregross stand- 
ards for recipieius of Federal student assistance. A student has ^to meet these stand- 
ards to contmuo being eligible for ^udent aid. This issue has boon a source of con* ' 
trovorey witnin the academic community for a number of years, and ^Intensified re- 
cently^b/a Senate bUI te'prescrip%ely define satisfactory academic progress, and a 
Qeneriir Accounting Offibe stUdv highly critical of the, postsecondary education insti- 
tuUdns enforcement of.standards. * V f 

/^The subcommittee reyiewed recent developments iri the higher education commu- 
nity that had been initiated as a result of the controversy surrounding the subject.^ 
Among tho more positive developments was a self-regulatory initiative undertaken 
by the American Council on Education and others that culminated in the issuanj:e 
of a set of guidelines to>be used by postsecondary Institutions in designing their 
standards of acadi^mic progress. The subcommittee e^lso conducted two public hear- 
ings on thfs issue, one in Anaheim, California in December of 1982, and anotheitin 
^Lexington, Kentucky in February of 1983. These hearings assisted the subcommittee 
in reaching its conclusions and recommendations. In additiorf; the subcommittee, in 
'coixjunction with the Nc^tional Associa^n of Student Financial Aid Administrators, 
conducted a survey of student aid officers' which Indicated that a majority o£ postsec- 
ondary institutions were actively revising their progress standards for aid recipi- 
ents ^n light of the self-regulatory initiative and the current public debate. 

As a result of th|^e hearings and this research, Ihe subcommittep found two 
m^*or areda of coiic^rh with respect to these standards. First, there is not ahy sys- 
teniatic effort to assess the standards currently being employed by postsecondary in-, 
stitutipns. And sj^s^md, the enforcemept«oT these standards was not being sufficient-' 
ly monitored., The^bconmiittee therefore made the following recommendations, 
whieh were unaninYously adopted by the full Con^n^ission. 

Adopt the U.S. Department of Education's notice of proposed rulemaking on satis- 
(actory academic progress (May 4, 1982), which incorporates the postsecpndary edu- . 
cation community's self-regulatory initiative and sets forth specific elem^ts to be 
included in instHutiendsatfsfactory progress standards for student 'aid recipient. 

Require all title IV eligible institutions to submit a copy of their satisfa9tory aca- 
demic progress standards to the U.S. Department of Educatiop^as part of a one-time 
'effort to assemble these standards. ' * \ V 



Instruct th« U.H. Ikimrtmunt of Kducntlon. U\ cooperation with Cpn)ir<)«[i niul tho 
xhiHhor tnlu^ritlon community, to ovaluute iixm progroB« jtttndttrd* to dotorm no 
tholr compatibility \vlth tho D<jpartmont'ii propoiod rule, Thii ro|)prt will bo doliv- 
'orcd to Congnjaa within ibt montha aftor tho itandnrdi arc coUootcd. , , , . 
' Require tho U.S. D<»jM|rtmQnt of Education to collect and roviow tho »tandardii of, 
Ticndoipio progrofta dovolopod by inatlj^tioni^ that apply for title IV eligibility to 
onauro that thoao atnndnrda moot tho a|>ocincationa of tluj Doparty^ont a propoaod 

w rogulatlons: . l . t/r, r» * ^ / 

Roquiro [wataocondary education Inafltutiona to aubmit to the U.S. Poparynent oi 
EduiJWlon ony rdViaiona in thi^ aatlaftictory academic progreaa policies fdF aid re- 
^ ^ipjonU, and ro^iuire tho Department to review any auoh ohangea to onaure that 
' thoy are conHi«tont,with tho aUindarda included In the notlco of propoao<l rulomak* 
lng(May 4/U)H2h . . . 

Inatruct tho U.S. Department of Education to ro(iulro that the maintenance and 
enforcement of progreaa atandnrda be examined more carefully than at preaent 
during annual and program review audita of postaecondary Inatitutiona. * • 

Require poataocondary inatitutiona tc| include a atatement or aumnmry of their, 
academic progreaa requlremonta With tho aid-award lottora they aond t<f atudent aid 
recipiontfl* . . 

Urge the U.S. Department of Education to continue lt« cooporatlvo ftfforta with • 
" tho higher iklucation community ond' poataecondary Inatitutiona on aatiafactory ocaj 
domic progreaa and to include nationally redognUed accrediting aaaociAtiona and 
agoncloB In thia effort. ' * , ^ # , • ' i 

Thia flubcommlttee'p full report ia Report Number 5 of the Commfaalon a work. 

IN-8CnOOL INTKUKaX 8TUDV , * , 

Thia aubcommittce wa« created to examine the proviaion of WOuarhntoed Stu- 
dent I-.oan program bv which the federal governhient paya the intereat on Guarari- 
^ Veed Student Loana while the borrower la in 9chool. . , , , , , . ! 

In fiacol year lO^SfT cOata for thia in-achool intereat aubaidy totaled approximately 
one billion dollara or 35 percent of the «oflt of the entire GSL program, 

In recent yeara, a number of propcteala had been. advfincoU to eliminate the In- 
achool intereat aubaidy. Theae propoaala fell into baaic crifogoriea: 

Borrower paying of interest while in-achool; accrual and^doferrol of in-achool. In- 
toreata. with borrower paying both principal and interest after leaving achool; Imme- 
diate payment of in-aahoohlntereat through additional borrowing and; recapture^ 
durin/the ropoyment period, of the 'federarin-achool interjiat ^lyment from the bor- 

Thia aubcommittee reviewed th«/ae propoealp in terma oP tho effect each would 
have on the adminiatrative and operational ajptecta of the GSL program, the avail- 
ahnity pf loan capital^ and the impact that eilch. proposal would have on borrowers 
aSIities to meet their repayment obligations. In undertaking this review, the sub- 
committee relied on 0) data collected Tor the Commission from GSL lenders by the 
Wharton Applied Resoarch Center at the Wharton School of the University of Penn- 
sylvania; (2) on information fVom a psper by the Educational Policy Research Insti- 
tute entitled "Discretionary Income and College Costs," which was prepared for the^ 
r Commission; (3) on a Commission requested study; "Study of Guaranteed Student 
Loan Default R^tes," by Applied Systems Institute; and (4) from Information gained 

• at a public hearing held in Washington, D.C. in December 1982. ^ 

Aftter i^aaessing these studies and the' information presented at the hearing, this 
subcommittee concluded that' the elimination of the in-achool interestaubsidy would 
result in a serious erosion of the capital supply for Guaranteed Student Ljans. 
Lendera faced with increased todminlstta^ve workloads and reduced profitabiuty 
wOufd probably withdraw from the GSL program. ComplicAtiona tha^t would arise in 
aecondary market transactiona involving nonaubaidized loana would alao reault in 
reduced lender participation 'in the program. The interruption of cash-now to lend- 
ers that would reaultjrom accrual and deferralrplans would aerve as a diaincentive 

* to GSL lending. f ^ i a- ,u 

The experiencea of varioua atatea with nonaubaidized loan progr^ma. including the 
atudent) portion of the PLUS program, indicated that atudenta wtfuld have great dif- 
ficulty in meeting intereat payment obligations during ij-school years. Proposals 
thai result in adding the amount of the in-school interest to students repayment 
/schedules* would result in^ dramatic increases in total indebtedness. These increases 
in total debt could be expectcjd to lead to higher rates of loan default and conse- 
quently, higher federal costs for reinsuring these loans. 
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'lh« Huhconunlltfw th«r^lor« concluded mli\\e fulljComnlliiMlon unnnlmously con* 
curred thut i\w In-ikihOol lnt«rt»«t nubHldy lnji vlt«l bo»u)o»«at of th§ auftr«nte§d^ 
Studont Uttn nro«rflm. Klltjfip^iitlon oT'lho fUbnldy would w&kenHho protfrnmV 
' oblllty to provide Ntudontu with siccm to low-cont capltnl to flnnnco thoic ponUecon* 
dary oduoltlon. THEREFORE; THE COMMISSION UNANIMOUSLY ADOPTED 
THE RJfipOMMENDATON TP' SUPPORT THE RETENTION OF THE GUARAN. 
TEED STUDENT IX)AN IN SCHOOI^ INTERIW SUUSfuY IN ITO CURRENT 
FORM. ■ , , . 

ThiH «ubcommlttcu»'« ropOrt Ih Report Number 2 of the CommlafllonJu work, 

M ^ 4NHUnANCK PKKMIUMH , 

Thin Bul)committeo wna OMtftblliihod to examlue tho Innurnnco premium cimrged 
borrowom undor iho Guiirtintml Studont \mi\ progrnm. EAUonUnlly. thin Nubcont* 
\ mittoo wuM uflkod to dotorinino whether tho rnto chttrKod excooded tho rnto necou^ 
^nry to protect the roHorvoH of the Innurer, and to detonnlno if ntntutory llmltn 
6\\i)\x\i bo Impoflod on tho premium rnto. 

\In conducting thin Htudy tho Comml8«ion contrnctod the Borvicea of Toucho-Ro«8 & 
Company for technical niwifltanco in this matter. The Commission also received a 
greiit deal of cooperation and asaistttngo iVom the BtflnN)f tha Guarantood Student 
lioan branch of tho Dopnrtment of Education. ^ . 

Afl bart of tho 8UbcowtJhJttoo*s examination of the Insurance jpremlum. hoarlngH 
1 wort^ h^ld across tho couhtry. The first two hearings woro heltl on September 24, 
11)82 In Voffejafoo City and Wftrronburg, Missouri, A third hearing was held on Octo- 
ber 29, l<)827n»Snn Frar/cisco; California, and tho final subcommlttgo hearing was 
held on D^cembor 7, 1982 in Boston, Massachusetts. * 

From itA' first mooting, the subcommitftb focunod.on the central issue of this 
study: Is th(i insurance premium rate, in fact, a problem? 

The subcommittee, in answering this question, recognixed that legislative changes 
hod occurred |n the Guaranteed Student Loan program sincoiits inception, yet the' 
approprintoncria of*the Insurance premium had boen'virtually ignored In the legisla- 
tive and regulatory processes. 

\ % BACKOnoUKD 

Under the Guarl^nteed Student Loan program, an insurance premium fee is usu» 
ally charged to borrowers by guaranty agencies in cjfise the students default. Howev- 
er, since guaranty ogonciofl are roinsurod by the Federal Government for most loan 
losses, insurrthce premium income is used primarily for agencies operating expenses, 
' to ease their cash floW; and to increase tHoir reserves against potential f\jturo losses. 

The rate charged for|he insurance premium generally ranges from ,5 to 1 porCent 
per annum. The per iodv upon- which the premium is charged ranges from the in- 
school plus grace periodvto the life of the loan. For example, a freshman may bo 
charged 1 percent x 4 years -f 1 year grace period for a total insurance premium of 
5 percent of the amount bprrowed. In fiscal year 198JI, Insurance'' premiums repre- 
sented $99.5 million or 22^rcent of guaranty agencies' total sources of funds." 

In order to comply with Nits congressional mandate, the subcommittee made a 
4;horou|ti historical study of the Guaranteed Student Loan program to see if changes 
in tho propram have affected insurance premiums. An examination of each guaran- 
ty agencj/s sources and uses of funds was also made in an attempt to measure the 
need of menranco premiums. And, finally, an examination was made to determine 
the amount of insurance premiunis needed by guaranty agencies for their reserves 
m order to pay default claims. \ 



\ FINDINGS 



Thc^ Insurance Premium Subcommittee, based on its research, cohcluded, in gen- 
eral, that: \ ^ 

The term "insurance premium" is misleading, since the large percentage of insur- 
ance premium funds are not used bo pay default claims. * ' 

With the passage of the 1976 Higher Education Amendments, the need to charge 
the maximum insurance premium rate to protect against defaults decreased signifi- 
cantly. 

Despite the current reinsurance mechanism, which in effect provides 100 percent 
reinsurance, guaranty agencies are still governed by lenders* and bondholders' per- 
ceptions to hold reserves in order to guarantee against the unlikely event of uncom- 
pensated defaults. « . 
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HW)OMMKNnATION« ' ^ 

The «ulH!Uimhltt«« inmln, nrul th^ full 'Coinmlwion ttdolited. followliitf m'Oin- 
iii<indHtloi»« on procedures nnd pollcle* governing the ftii^nclng of gUttrmuy ttg«n*' 
clea: ' \ , 

Chung© nflm^of 'Iniiurftnci? |>r^mlum" to **wrvlc© m:^' 

Ch»ngt» eurrent r^lnsurMnce formula t6 100 percent relniiur«ne§ trnd r«Kjulre thrt 
l^Wernl npverninent to pay nil chUmn without exception wUhln (10 dtiyn, ^uhject i(f 
Hulwequeid iHMtnudit verillcotion. 

/rhe flilmijiUtftttlve co«t ftllowflnve will continue to rellecl ft percentHg^ of loflns 
lAmranteedt m under current liiw or nt ©iich agency'* option, «t U,2fi of I tffercent of 
loiinH'OUt^t^mtlng. * f i 

To'Mtwure timt guarimly ftgenclen mnlntwln thelr^ current level* of effectlvenew In 
jjvoldlng l)grrower deniuitM under the projHMed condition of 100 pendent relnlurance» 
tlvtt Hocretiiry of ICduciitlon. In 0(K)iwnitlon iJvlth the NntlonnI Council of Higher Mu-^ 
cation loan progranie, should develop minlmoin HtandardH for due diligence. 
) I'lutabliHh an ade<|uatV) worklriK capital fund for the payment of agency defnultf ^ 
' and adminlfitrlttive exiwnNCs? * ^ \ 

Change theVurrent feivof A percent of the Ibnn value for each year that loan Is 
exteaded to u maximum of one-half of one percent of the loan value for the Iwrrow 
iir;fi in»«chool and ^^raco iMirjoda jwr loan when an agehcy'ii reeervea exceed the work* 
. higcrtpltal flihd. , , / , 

• A guaranty agencv muttt return Federal Uenerve and advance monies to the re(l» 
oral (Jovermnenl when the egency lum a sufficient amount of reaerveii, a* deter* * 
mined by tlie working capital fund. 

A new agency will not Ik) HubJtHit to any of the above change« during iU flmt five 
yearH of oiHtration^ unletut It HO choo«eii. . 

It Bhould Ik! iioi<Hl that the subcommittee Indicated that there might be Either 
metho<lH, an well an theHo rocommendatioi^ii, to accompHfih Its objective, 
^ThiH Bul)Committee*tt reiwrt In Report Number 3 of the ComiTfii«iion'» work. 

BPKClVl. AIJjOWANCR 

Thifl Hubcommlttee wa«, charged with examining the Special Allowance provialon 
of the Guarantee Student Loan program. Special allowance* are incentive payment* 
to lender* to encourage their participation in the hmn program. 
In oxartiining thi* i8fluo» the subcommittee contracted for two miv|or studie* of *po- 
i cial allowance*, one conducted by the Wharton Applied Re«earch Center of the 
- Wharton School of the University of Pehnaylvanio, and the other by Applied Sys- 
tem* Institute of Washington, D.C. In addition, the subcommittee conducted o public 
hearing in Washington, D.C. January 6, 1983. 

; Thus, th6 subcommittee researched the meriU arid consequence* of qhanging the 
method for determining the ra«o of the special allowance. It studied, in particular, 
the factors specifically set out in its mandate, which were: / , " ' 

The experience of Btudonts and eligible lenders; the administrative coats of var- 
ious type* of eligible lenders; financial indicators which accurately refiect the coets 
of capital; and administrative mechanisms for rapi(Vy, disseminating to lenders the 
quarterly rate of the special allowance. 

riNDtNas 

The subcommittee made three findings. First, the special allowance formula i* 
only one of several interrelated loan^rogram provisions that have successfully con- 
tributed to lender participation and the flupply of loan capital. Changes in any of 
these incentives would be viewed by lenders as increasing their risks and quite pos- 

• sibly decreasing thfeir participation in the program. Second, there was strong evi- 
dence that any reduction in the special allowance would reaujt in disruptions in the 
supply of education loan capital and reductions in lender participation Jn the loan 
program. And third, there was no conclusive evidence that lender profits from the 
current special allowance formula were excessive or above amounts needed to main- 
tain their participation in the'program. . *, 

The subcommittee suggested that the adequacy of the special allowance be contm- 
ually reviewed by the Congress and the Department of Education. The volatility of 
the financial markets and the unceVtainties created by the variety of new financial 
instruments may require future adjustments in the special allowance if an adequate 
supply of student loaiK' capital is to oe maintained: 
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HK(K)MMRNDAT10N « * 



iubc«mmltt#« ^otteluddi and th« ftill commlwlon eofwurrtkJt that 
"^SHP^^anowane^ fbrmulA nhauld to rfiUin«d in lU current form ftt Ihln iim, 
Thli iUbcoAimltt«« n report In Itoport Numb«r 4 of th« Qommliiilofi'ii worfev 

Ai mi «f our Initial y^ar'ii work. W0 «|»o mpanM a tmck^round tmp^r on Ih^ 
Ouarantj^l Btmbnl Loan program, whtoh U Koport NumNr I of th© &mmlMlon'ii 
work. Thla report wm almad at making thli wry Complex program moro unda^ 
atandablo to polioymakeni. 

Ai iho work of ihim iiiibcommllUiNi waa progrwintf, wo oraat<>d four naw aub* 
pmnmllte§ii to cjomplata tifo remaining aiudlai thai XmUmw mandated by Oongr^. 

naw aubcpmmllt^pa war? 8our€^ of Fundi*, Approprlato Halaneti, Oovernane© 
and Admlnifiiraiion, and GradGato Education. ^ 

Thii iubcommltt«0 wna cnsalati to aiamine thote mandated iwiuw* portaining to 
ionrcwi of itudent awilit^c^ fUndi, It addrMied the Impact itudent aid hai had on 
ac<0«ii and cholc^.i^nd thfoughly examinM tho curront iourm of Jiiudant flnanclal 
miiiail€9. flndingi gner lmporta^t inalghu into atudant aaaiitanca and point to 
iomo lntar«iUng davaloping patUrna. ^ 

In undartakintf lu work, the aubcommittoe commlaaionad nina impam, It alao con- 
ducted four pubjle haarlngt. Ilia aubeommlttaa'a report, ''Ktxnm and Choice; Equita- 
ble Mnnnclng of PgaUwcpndarv Education," li rtjport number 7 of the CommUlon'a 
work, (^pmmiiaioner Hydor will diicu«a thli report in detail. 

y^APPaOPRlATII BALANGI 

Thli nubcommitteo wna charged with examining iaiuOi pertaining to who geta itu* 
dent iu»l«tanco, from what aource and how much itudent aid theae atudenU receive. 
It examined trendi in itudent aid nna^cing over the paat few yearn, and looked at 
the impact of theae ^rendi. 

In undert^kinit iU work, thli iubcopnmittee commiiiioned la papera. It alio con- 
ducted one Puhlfc hearing. Thli iubcommittee, which li chaired by Dr. David Oard- 
nen will bo jubmlttlng IU llndingi to the Ck)ngreaa in the near Ilituro. 

, ' aOVKXNANCK AND ADMINIflTRATION 

•TlUi »ubcommltt4?e focuiod on the need (or mor« efTlclent and- effective eyitemi to 
dellvor^nnonciftl aiiliUnco to itudenU and to odminliter the Guaranteed Student 
Loan program. The reaearch conducted by the iubcommittee a1id. the hearingi it 
hold on thoio topics revealed a widely held concern that the current delivery eyitem 
Is Confusing, unpredictable, and unstable. The desire of all particlpanU In the stu- 
dent aldidellvery process to remedy these inadequacies was apparent throughout 
this iubpmmittee's investigations. . 

The subcommittee developed recommendations ^at address a variety of issues 
within the delivery process. Included in these recommendations were suggestions for 
Improving the delivery of Pell Grant and caffipus-based assisUnce, enhancing the 
provision of Informnyon to current and prospective postsecondary students, monl. 
torlng the delivery process, more efficiently administering the OuarantoedStudont 
Loan program, and gathering more detailed data on the federal aid programs and 
the students they serve. 




work. Cbmmlsslono^rwln will discuss this report In detail. 

GRADUATE EDUCATION ^ 

This subcommittee was established to examine the Commlssfon's mand|b In the 
area of financing graduate education in- this nation. This subcommittee?' charge 
dealt primarily with Issues of financing graduate education, issues such as: 

Sources and levels of support; the extent to which talented Individuals are dis- 
suaded from graduate study by cost, considerations; the growing levels of Indebted- 
ness of graduates; and the under-representatlon of disadvantaged groups In various 
fields of graduate study. 



mmtl M you kmlwrbf. Orftd^mtw' iubiooii«tt<## 1« eompkting lliU report und 
will t«ppt»itr Mof^ y6u At It Ut#r dati»» 

iNrOKMATtPN ANO PATA 

TUrouah our delU>er»llonii, w«» wi^r* Hniek by the liCk of information nbowt 
HlMiltint aid and ntud^nt polley. AUhounh many of our ntudlaa have r^^yuitwl In th^ 
avallahHUy of more Mudent aid Information, mueh more m\Mil l» done. In thin, 
ret»r(t. we would recommemi the following . . . , , .««.«.-u. 

One' the l>epartmeni of Education ihould undertake a lonfrterm. compreheniive 
efTurt to c^lleiH and anaJyie data on atl itudent aid progr^mn, their 
Um\m\ In their delivery, and the hiteraetloni between the prti«rami. *n>eiie eqorti 
whuuldtw a priority within the DepartmeiU and should be aaeured annual nindlnff. 

Two, the appropriate departmenw and atfenden of the rwleral jtovernnteni should I 
work with stale uovernmenla, collpuen, and wnivemltles, and other relevant orfianl- 
tMUmn to culleccdttla that are neetlml to deacribe and monitor the overall condition 
of (MMtMHHmflary education. . . 

CONCLUSION , * 

The unanimity of the gommlneion'a flndingri and wcdhimea^flUQfii'iihoyld j>ot de* 
trwK Umx the m<*rHs of other aUernatlves and options to strengthen student ntm{v 
clnl asslslant^e. However, the (^omndsalon found no mniK^lllng reawm to radically 
clianke the current sy»ten». Thu^ the Comndsslon's reconunendatlons «r^ In most 
Inmances almeii at qualllatlvely Tmprtwinit the current fwleral pmf^» of student 
nnanciai aid. . . . . »« i i . ^ 

llie Comiaission wUhea'to report to you-that baaed on our itudles and hearinKS 
Ihe f«l«ral commitment to aid |Kjatiiecondary iitudenU ha* had tt-fftypfflo'^ J'^Rf^A^ 
In 4,200.072 studenU were attending pontaecondary inatltutlon*. In im 

12.087.200 were attending |)o«Uiecondary schoofi. T»»e number of stvidenU f«»m lew 
than nmuent famllien increawsa each year. The number of studenU attending post- 
iecondary schools from families with WoBJea of 17,500 or Ie«« has more than dou- 
bled in the last eix yearn. These epcouragtng trends woul^Jnot have occurred with- 
ou t the support of federal programa which oliminaUecononnc u 

Ever eince 1802 when Prealdent Uncoln algned the MprrUj Act. thia nation ha« 
pursue<l a ^soume In higher education which recognised that It was In the national 
Interest to encourage poatsecondaryeilucation for all cjtliens. 

rollowing World war U. when over seven million Amer cans were able to attend 
n ponUecondary ichool through the 0.1 bill, the responsibility for Increwing the 
participation. In higher education has been ihared by parent^, studenU, the sutA 
govcmmenU, the federal government, and the private icctor. ^ 

Aa Congrcua continu««i tO stengthen the federal jhare of tlm|h»pon«ibility, it 
must take care not to replace or hinder the other partners In thwilqoe educatlon- 

"^T^e^cSmni i» hopeful that the 08th Congreaa will eaMTOh a federal pro- 
gram of work.study, granU, and loan* which 4s stable, re iable. and eaailv under- 
Stood. A program io stable and reliable that itudenta entering secondary schoo will 
bo motivated, rather than dUcouroged by financial barrtera. to strive for excellence 

*"Tho cZlmSalo^ Is conHdent that the 98th Congress will keep InUct the national 
Ronlii-*of assuring every qualinod young American access to a postaccondary educa- 
tion, and a reoiionnble choice In the selection of a school. ^ 

Dr. JoNKS. Thank youi Mr. Chairman. 

-The National Ciommission on Student Financial Assistance was 
established by Congress in 1980. Funds were eventually appropri- 
ated in the last quarter of fiscal year^ 1981. at which time the,pom- 
mission's Chairman, Bill Ford., appointed a » staff. In Noveinbf\ 
1981, approximately 1 year aCter the Commission had been en«*M 
by law, President Reagan appointed four commiMionera-jfMil. 
Marilyn Liddicoat. an attorney from Watsonville. Calif.; Richard 
Kavanaugh, a senior vice pVesiden^ with Shearson/Ameridan Ex- 
press from Chicago; Kenneth Roeher. executive director wthe 
Pennsylvania Higher Education^Absistance*^ Agency, from f^^ms- 
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burg, Pa. i was ti^ President's fourth fippointee/aVlthe^^^ 
■ chancellor ifor deYelopmerit at VcmdeA TJhivetsity ad^Currently 
iienring on the faculty there. « v 

. The Speaker of^the House appointed CtonCTessman B 
* souri^Bill Ford of Michigan; Dr^ John Brademasv preside^ 
V ::York l)niw Keniieth; Ryder, president of:l*ortheast- . 

ern University. • . v - , ^^tiS^^ . 

P^f PEarlier ; this year (Congressman Jolm^ Erl0^ 
S?? placed iWe^^ 

: -Presid^t Pro Tern of the Senate are Senatora PeU aii^^ 

Dr. Ifevid Gafdher,'^^^^^ PX^si^ 

X -dent pf the University of Utah and was^ recently named president . 
of the University of California system; and Mr. David Irwin; the ex- 
ecutive vice president of the Washington Friends of Higher Educar 
tion." V ■ 

- In carrying dut bur manaated activities, the Commisision has met ^ 
10 times as a full Commission and our subcomhiittees ha:^^^iheld , 
: numerous meetings. We have issued ? reports, conimissioned 40 rer 
search papers, conducted 18 public hearings and hieard from dyer 
200 witnesses and approximately 25 associations concerned with 

^ postsecpndary education policies. Commissioners and members of 
the Commission staff attended nearly 50 re^onal and national con- 
fererices to meet wit^M officers, deans, business officers 

and others in the higher eduration cQnmiunity. 

Thr0Ugh these activities we, believe we have conducted one of the 
most extensive Mid thpEofl^^ of Federal student aid 

policy. The djmmissiohers arid Commission st£^^ gratefUl for 
the splendid cooperation of William Blakey> 
staff of the House. Subcommittee on PostspcoridaLry Education and 
Polly Gaxili, David Moi^^ and D^Vid Jvans of the jsts^^ of ^he 
Senate Subcommittee on Education, Arts 

Edward Elmendorf qf ttie Department of Education, David Bayer 
on the staff of the Guaranteed Student Loan Office of t^^ 
ment of Education and Jiin Moore and Ralph Oramo and the 
Credit IVTanagement Task Force. • 

The specificity of the congressional mandate for the Commission 
prompted lis to divide the work among eight subconimittees. Fur- 
ther, the Commission decided to submit to Gongre^ 
rather thaii a single report encompassing the recpmmeiidat^^^ 
thbse subcommittees; . ■■■ : -J. 

Our first four subcommittees focused on specific issues withm the 
existing framework of the existing student aid system. These sub- 
^ committees examined first the definition of satisfactoi^r acadfemic 
progress; second, the in-school interest subsidy provision of the 
guaranteed student? loan prograrii; third, the insurance premium 
provision of the guaranteed student loan program and; fourth j the 
special allowance provision of the guaranteed student loan pro- 
gram. ■' ■ - " . ■ ■ 
' The Satisfactory Progress Subcommittee wa& chaired by Commis-. 
sioner Pell. The In-school Interest Subcommittee was chdired by 
Commissioner Stafford. The Insurance Premium Su^comniittee was 
chaired by Commissioner Bailey and Commissioner ]^ord chaired 
V the Special Allowance Subcommittee; 
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- . , , _ . : - ^ • ■ . : : 

These subcommitteiB reports which have been submitted to you 
and your staff were reviewed by *the Commission and were unani- 
mously adopted, j 

The Satisftictdry : Acaderpic Progress Cominittee examined • the 
issue of standards for recipients otFederal student assistance. The 
subcommittee reviewed recent developments, in the higher eduGar 
tiph community that had been initiated as a result : of the contro- 
versy surrounding the isubject/A^^ 

this research found two nijsgor areas of concern >vdtft^^i^ 
these standards. ■ > ' ' ■ 't--. ' . 

First, there was not any systematic effort to assess the standards 
currently being employed . by postsecpndary institutions. Second, 
the enforcement of these standards was not being sufficiently moni- 
tored. The subcommittee, therefore, made the following recommen- 
dations which were unanigiausly adopted by the full Commission. 
First, adopt the U.S. Department of Education's'Notice of Proposed 
Rulemaking on Satisfactory Academic Progress, which incorporates 
the posteecondary education commujtiity's self-re^latory initiative 
and set^ forth to be included in institutional satisfactory progress 
standards for student aid recipients. • 

Second, require all title IV-eligible institutions to submit a copy 
6f . their satisfactory academic progress standards to .the U.S. De- 
partment , of Education 'as part of .a one-tiine (effort to assemble 
these standards.-' J" 

Third, instruct ,the U.S. Department of Education in cooperation 
with Congress and the higher^ducatioh community, to evaluate 
these progress standards to determine their compatibility with the 
Department's proposed rule. This subcommittee's report was unani- 
mously adopted. 

TSfiife In-school Interest Subcommittee was created to examine the- 
provision of the guaranteed student loan program by which the 
Federal Government pays the interest on guaranteed student loans 
while the. borrower is in sdiool. In fiscal year 1982 costs for this in- 
school interest subsidy totaled approximately $1 billion, or 35 per- 
fcent of {he ^cbst of the entire GSL Program. 

In recent years a number of proposals have been advanced to 
eliminate the iri-school interest subsidy. This subcommittee re- 
viewed these proposals in terms of the effect each would have on 
the administrative and operational aspects of the GSL program, * 
the availability of loan ^capital and the impact that this proposal 
woufd have on the borrowers ability to meet their repayment col- / 
lection. / 

The subcommittee concluded and the full Commission unani- 
mously concurred that 'in-school interest subsidy is a vital compo- 
nent of the guaranteed student loan program. The diminatioji of 
the subsidy would weaken the program's ability to provide students 
with access to low-cost capital to finance their postsecondary Vduca- 

tion." - , ■. ■ i;^ ,\ 

Therefore, the Commission unaminously adopted the re^mmen- 
dation to support the retention of the guaranteed student loan In- 
school interest subsidy in its current form. " v/ / I 

The Insurance Premium Subcommittee was established to exam- 
ine Ihe insurance premium charged borrowers under/ the guaranr 
teed student loan program. Essentially^ this subcommittee was 



Eisked to detemine whether the rate charge exceeded the rate nec- 
essary to* protect the reserves of the insurer and to determine if 
statutory hmits should be imposed on the premium rate. 

In conducting this study, the Commission contracted the services 
5f Touche-Rosa and Co. for technical assistance in this mafto^r. ■Hie' 
Comniission aWo received a great deal of cooperation and assist- 
ance fronrt the ^staff of the guarsmteed student^loan braii^di of the • 
Department of ;E 
tibivbf the irisur^^ 

try, ihcliidirig^ Jefferson City San^i\arimcoi 
Cali£, and Boston Maiss. ■ ■ \ ■'■ 

In order to comply yath its congressional mandate the subcom- 
mittee made a thorough, historical study of the guaranteed student 
loan program to see if changes in the program have affected insur- 
ance premiums. An examination of each guaranty agency's sources 
and use of funds was- Mso mad6 in an attempt to measure the need 
3f insurance premiums. Finally, an examination was made to de- 
termine the amount of insurance premiums needed by guaranty 
ajgeiicjles for their reserves in order to pay the cQ^t of thedaims. 
' Basied upon the findirigs and the recommendations of tKe sub- 
committee, the full Commission adopted the foUowing re^^^ 
iations on procedures and poHcies governing, the financing of guar- 
anty^ agencies. . ■[.■'■ 

First, change the name of insurance premiums to service fees. 
Second, change the current reinsurance formula to a 100-percent 
reinsurance and'^require the Federal Gpyernment to pay all claims 
ivithout exception within 60 days, subject to subsequent post-audit 
i^erificati(Jns. F\irther, to establish an adequate working capital 
fund for the, paynienf of agency : defaults and administrative ex- 
penses and a guaranty agency must return Federal Reserve and 
advance moneys to the Feaeral Government when the agency has a 
sufficient amount of reserves, as determined by the yvorking capital 
fund. ' ; ; . 

The Special Allowance Subcomhuttee wai3 charged with examin- 
ing the speciarallowance provision of the' guaranteed student loan 
prograin. Special allowances are incentive payments to lenders to 
encourage their participation in the loan program. 

In examining thip issue, the subcommittee contracts for two 
m^'or studies of special allowances,, one conducted by the Wharton^ 
Aipplied Research Center of the Wharton School of the University 
of, Pennsylvania and the other by Applied Systems Institute of 
Washington, D.C. in addition, the subcommittee conducted a public 
bearing in WasWngton, D.C., January 5, 1983. «S 

The subcommittee, upon its recommendations to the full commis- 
sion concurred that the special allowance formula should be re- 
tained in its current form at thistime. 

As the work of first four subcommittees was lin progress, the 
[Dbmmission create'd four new subcommittees to ppmplete the re- 
maining studies ^that had been mandated by Congtess. These nen 
subcommittees were sources of funds, appropriate balance, goverr^ 
ance and administration, and graduate^ducation. 
. The Sources of Funds Subcommittee Hepprt will be given this 
tnorning by Commissioner Ryder, tiie Chair of the subcommittee. 
The Appropriate Balance Subcommittee will be given: at a later 



date by\Dr. David Gardner, Chair of 4he Subcommittee. Coinniis-^ 
sioner David Irwin, Chair of the Subcommittee on Governance and 
Administration is with us this moi:ning'and he is hete to submit 
his report. The Graduate Education Subcommittee report ^ivillb^ 
given at a later date by Dr; Brademas. Dr.. Brademas cljjared this 
subcommittee./ ^ ' ^ / 

Finally, Mr, Chairmaf, I wish' to note that through ow*^^^^ 
tidns the commissioners ;^and staff and many of thipse w|i<^ helped Ij^^^ 
i with' the ; research were ' str'y^k by the lack bf useful ^jinforniation: • 
about stiiient a^^ student pblic}^. Although many of our studies ; 
have resultedv|^ the avmlability of lAdre student aid infarrmationj 
muchcrfibre must be dpne. In this regard we have two recommenda- 
tion^."' ■ : ■ ' 'jc^-'^-" 

Qne, tte Departiiient of Education should undert^e a long-terp 
cotnprel^sive effort to collect and analyze data on all student aid 
programs-^their: recipients, those involved in their delivery and the 
interaction between these programs. These efforts should be a pri- 
ority within the Department and should be.;^^ured annual fund- 
" ing.' ';■■,.>'■■,'.■■ 

T\^o, the appropriate departments and agencies of the Federal 
Government should work with State governments, colleges and uni- 
versities and other relevant organizations to collect data that are 
needed to despribe and monitor the- bverall conditions of postsecon- 
dary education. .fl^ - * v ' 

In conclusion, the. unanimity of the Gommission's findings and 
recommendations should not^detract frorn the merits of other alter- 
niatives and options to strengthen, student financial assistance. 
However, the Commission found no compelling reason to radically 
* change the current system. Thus, the Commission recomimenda- 
• tions .are, in most instances,Naimed at qualitatively improving the 
current^ederal program for siudent financial aid. ^ 
The Commission wishes to^Teport to you that based on our study 
f and hearings, the Federal commitment to aid postsMondary stu; 
dents has had a favorable impact. In 1962, there were ^200,000 at- 
tending postsecondary institutions. By 1980 that had increased to 
12,087,000. The number of students in less-than-affluent families in- 
creases each year. The number of students attending postsecondary 
schools from families whose incomes are $7,500 or less has more 
than doubled in the last 6 years. These encouraging trends would 
not have occurred without the support of Federal programs which 
eliminate economic barriers. 

Ever since 1862 when President Lincoln signed the Morrill Act, 
this Nation has pursued ar course in higher education which recog- 
, nizes th^it it was in the national interest to encourage postsecon- 
\ dary education for iall students. * 

Following World War II when over 7 million Americans were 
ablb to attend a postsecondary school through the GI bill, the re- 
sponsibility for increasing the participation in higher education has„ 
been shared— -shared by parents, students, the Stat0 governments, 
the Federal Government and the private sector. 

As Congress continues to' strengthen the Federal share of this re- 
sponsibility, it must take care not to replace or hinder the other 
partners in this unique educational enterprise. 



Tflie^Commission is hop^^^ the:'98th Congress will eiStablii^'*^ 

1 B^aeral ijrogram ^jF worK study, grants and loans which is stable, 
reliable and easily understood. A program so stable and reliable 
^hat students enteriiijg secondary schools will be motivated rather 
^han ^couraged by financial barriers to strive for exclsllence in 
:he classroom. V ^ . * \ 

The/ Commission ^ is confi that tne 98th Gongi«sf >^ keep 
intact •:thenational^gic^ 
:sun aidless to a p^ 

th^ »Blfed;iori:bf-his. or'her ::l::i^:^tp:, ; 

Mr, yoUr permit tb call on/ 

Dr. Ryider for his siib^ v ' i 

-Mri Simon; W will be pleased to hear from I)r. Ryder who is no 
stranger to this subooifimittee. We are pleased to have ypu here. 

Dr. Ryder. Thank you, Mi*., Chairman. I am honored to be able to 
present to you a ver^ brief report frMp th^ Sources of Funds Sub- 
committee. , ' ■ ' ' '^-/c'-'' - V* i 

I think ajl membei*s of we ComnSu^ mtich^ 
common aspiration that tiie dream of j(!ongress and of the Ameri- 
can people could be proiight info reality— that dream that there 
should be equal access to Mgher education 'for a]|indi>^^ with 
ability, without regard to finances. In some respect over the years^ 
since the passage 'of ihe KBgher Education Act of 1965, we have 
moved toward that goal. There has been a mjrr^ad group of finan- 
cial assistance iprograms of increasing sophistication developed to 
answer the various needs of young people ^ fr^ variety of 

economic ckcumstances. The ''C!6mmission has found that all o£ 
these programs generfllly serve -their target ^populations well and 
are efficient mechapisms * for enicouraging wider paxticipiatipfi iii 
higher education, as Chlairman Jones has already indicated. * -' , 
On the other h^d, the ^C^ .particularly the ^uh- 

[committee on Sources Funds in which I was involved, ^has, found 
that a^quiet and quite jiiniiitended shift of atteiitjon and funding 

jrogram^s. for students from middle- and 
lilies and this 'has led to prbportionately , 
the Pell Grant prograrpis designed to aid 



hsi^ occurred toward 
apper-middle-inCome fa 
less Federed support foi^ 
the poorest Americans. 
' In my^ opinion, this 
reauthorizing the Highc 



bhift, however subtle, \is unacceptable. Ii? 

„ 3r "E^ucatidn Act,*^ttxis committ^^^ 

Congress as a whole should adopt as their raghest, priority the reija- 
ititution of a truly adequately funded, basic grant prograin as the 
foundation .of student financial ^assistance so that ^people' of scant 
economic means can getWollege education. Otherwise, I am afraid 
w£ Will drift into becoming a country wher^ only the wealthy can 
be healthy a|id%iseV - / ' • ^ v ^ 

Our ''data shows that , the low-incomef and minority student^ have 
been propoftionately affecteJd by reductions in student financial as- 
sistance. This has occurred because funding for all of the Pell 
grants hfife been disprppbrap^^ lower than the fun4ing for the 
girarahteed student loaji prograin. -n* 
' T!he guaranteed studem loan program with its entitlefh'ent status 
has Consumed an increasing share of Federal funds for higher edu- 
cation, . iiievitably producing a budgetaryi tradeoff with the major 



student loan progTEima that are more heavily targetesd 'fpr needy > 

students. * . ' ^ v ^ > v — ' . j 

The Commission also found theA'espons6 to the reduction m>ncl 
eventual elimination of social s^urity benefit^ grossly inadequate. 
Accorcjing to a study conducted for the Commission by David *P. 
'Rosen; 'and I qubte, on balance the old age survivors disability in- 
surance student beneficiaries are^poorer arid more likely to come 
from wbrkirig class families/' When this social security benefit pro- 
grani^ is fiifally femipated >ih 1985, oyer $2*;billion of the . $8.6 bil- 
^^libn available fgr studj^rit aid inTi^cal year -1982 ^ill b^ - ■ 

^entirely— a 23-percent d^ct^ease in^t^ , _ 

The GAO-has^estimated that merely to^offset the loss of ^ocial^ 
security benefits. Pell grant benefits alone would haVe to bg in- 
creased by about $1 billion by 1985. \ ' ' - . 

The subcommittee was concerned with the deinogiaphic changes 
in the decade ahead and it's clear that theS^^chanlges will §xacer| 
bate the' unBalance ^^"** ^w^ofc TVioro»**wiii hp ii rplativG iri^. 



that already exists. There^will be a^relative ^rii.. 

crease in tbe Tiumbef of 1^- to 24-year-9ld from low-income fafm-5*- 



^ lies in our population. TKe Rowing number of low-mcome studepte 
will continue to experience increasinginequality'in pbtaining fi\nd-^ 
ing if Federal p61icy is'not "changed. . ' " - a , . j o ' ' 

The Commission had' two studies* conducted- by the Applied bys-^ 
• tems Institute which cpnfpared (foUege^studen^ts as a group, in 1974 
•witli^hose in 4981. I think 'som^ rather fiascin^mg facts emerged 
lirom those studifes. / • 'r ^ j . ^ * j ^ 

'V iTn ihe pei*tod of some 7 years^ more th^ twice as\many students 
from families* witif incomes abbve $8D,000 ^pmerg^dMjy the eflcid ofV 
iiat period. More than tWice as many of the upperr or^middle- 
>^(^ome families wer^ .deceiving Federal \assistance;s the begjn- 
/ning of th© period. > v/-" . >«, jrvx 

* In that same pdriod; inflation combined with recession 4edMo 
-greater inequality- in^the d^tributioiS of fam^ indofhe so that _^y\ 
the end df the period the lumber of fajmilies beldw the poverty line - 
iiad increased o^ef $2 million. . 
i During the period the percentag^of^ eligible 18- to 24-year-old in 
the 'populatidn attendiri'^g;college^id', 'in fact; ^Increase from about 
26.4 .percent to about 28 perceat in 1981. In absolute numbers, frohi 
about 4.9 million to 5.7 million students in this age group. But the 
<^ participation was uneven. The white w(^5tieh category went up sig- 
nificantly: Males, ^generally^^-^wer^ about stabilized. Minorities 
showed a very m0desi increase While the white portion had a much , 
larger rate of increase. * . , 

"^The aggregfite amoim^f student aid appears to have increased 
sigriificantly durirlgnhe period and the amount of the average 
^ward has not increased as fast as the tuition that had to be paid 
by each student. So rising tuitions have tended to negate almost all 
of the >slue of increased student aid awarded. « ^ 

Dm^ng the 7-year period this biggest growth in the percentage ot 
students ai^ed wgis actually in %e higher income levels, and in 
fact, during this ^riod, loWet income students were morejikely to 
receive a smaller award, from all Federal sources in 1981 than they 

would have been in 1974. * V' V ' ^ • • 

lo these findings, along with the testimony that the Commission 
h^rd -around the country, suggest that th/s Federal financial 




distance program does, in fact, affeet "^access and chpice. While ^ 
jieat progress has been ndfade, there are dangerous signs already in 
llace that suggest the need for njiodificatibn of programs fot the , 

dtiire. ^ -y^'- v ■ -j' 

The C!ommission made.a very thorough analysis of ^h^ guaran- 
i^d student Joan .program whicbshas >ecomtr> such an important * 
lart of FedercJ aid/ Tros: particular analysis c^ 
bunting finn of-Tbuohe^^^ 
ower ^i^fi^^the^GSK 
oi-^fitioh^p^^e^^ 
fec^luseS m 

lollar becaus? all paymerit of pHiiQii^ the 
tudent leaves school and because when repayment^gin^ the inV ^ 
erest rate naid by the borrower is Mow m£u:ket rkte^V^^- 

The GSI? program^^we were -convinced it i|^ses ^a sub- 

itantial cost on the Federal (Sovemment, is norretti^^ aiTexIraor- 
linarily good program. Approximately $2 of^toM^S^ generatec^^ 
jvery '$i of federal cost and t^ suc- 
cessful mechanism for 'leveraging additional mo^^ the pri- 
vate sector and delivering credit for students 
ittend cQliieige, without gt thp ssuiieltime impodS^^^^ 
J^uture financial Eiardships on those s^^ ' ■■.^^'y.yi'u. r , • . > ^ 

The Comjnission subcommittee ha^ drawn) jaefe reconi^ 



iiendations'which we hope willbe ireful to CbA 
:he reauthorization prdcess. Arnpng the ke^ l^^^m^sra 

jvrould be th^se: / . =."j -u - 

A large Federal grant program servmgjlow-income students, suen 
as the Tell grant program, should be continued and expanded. 
Funding for the program ^houlji more ^pcurately reflex cur-' 
rent^ cost of the attendance faced by studehts.^ ,' , ■ ^ 

Second, the campus-based grant and \york-stuay program should 
lie ^continued and expanded consiste'nt w^^ 
bhe other student aid programs. ^ ^ ' . ^ 

'Third, more emphasis should be put 6"n w:ork programs like cblr 
TeggyWbrt-study and cooperatiye education as sources of student fi- ^ 
naricial assistance. Similarly,.more eWh^sis shou^ jpi^^on the " 
private sector, whicji caii play an iifiRprtip in pr6>^ding f^^ 
cooperative education students and emplbypaent-base^ aid. : 

I might say in passing that pne of the fascinating bits of infpnpa-^ 
tion that the Commission received in testimony was that somethj^ 
like $6 billion of tuition aidbenefits are available through thC^t 
porate sector for employees, and that amotint only some $20p 
million or $300 million "is actually being used at the present time. 
So there is. the iftimense^^potential for further corporate support al- 
ready in place- and witb th^roper counseUng and impleni^ 
that could be develdped. „ 

Anotlffir recommendation is, th£d; t^^ funding for the TRIO pro- 
grams should be increased so .ffiat services can Jbe made avafiilable 
to an increased proportion of eligible students. Only about 3 per- 
cent of the target population receive the benefits of this program^ 
and we had clear testimor^ from guidance officers and people in^ 
the education system across the country suggesting that one of the 
great burdens is the lack ,gf informai^on and communication. 



s YaHinrf peqw4'lhat ability simply do not know that ^they have 

' the cnahce to axtend c • • : ' , ^* / 

4 FiuaJl^, we Vbuld' . sii^gest that Federal public assistance pro- 
^ *grams,;ssuc^ as AFDC, Fjoot St^i)s; medicaid, public housing, all 
Vof theife ishould be^reviewed. by -Gorigress witti an eye for eliminat- 
^ ing^|ihy existing disincentiyes for tineniployed and poor persons so 
^.\tY^p ihey m in factr be encouraged to recieive . training and oixA 
, 'C^ion to assik them in I'efent^^ y 
.^'^^ In the coming ^authorization pr(K5eSQ, Congress has tHe opportw- • 
ign.Jiity -and the r^^ 

^over the difficult JJerig^ of in 'tlie decade ahead. I 

' know.'^hat this §t$coimriittee will not, as it has* not in th^ past, 

• turn away from the commitriienl to equal educational 'opportunity 
,for.alL v ; '.v^^ . 

V • /\yith the arrival of the Jmowledge-based iuformation age, hoW 

- more than ever^ higher education rep'resents^ an investment not 

• only in the fujture of individuals, but' in ^he economic and techno- 
logical fC(tu,re-^of6Ur Nation. Th^ price tag will notNbe sihall^ but in 
tenns of the cost to the country of the really big ticket items that 

- Congres3.>cpnaicj[erB in the* Federal budget, highef education comes 
relatively chehp and represent^ a reahbargain. A^small investment 

' toda)^ Will i?eap large ^dividends tomorrow. " . ' 
: Tftahky^^^ / . / . 

Mr. Simon. W§ thank you. . e ' ^ * ' 

I migM add that both yojlr findings and ybur Recommendations 
are^inrline with the thinking of >this subrammit^^ ^ . .Z' 

Dr. Jones. Mr.; Chairman, witli^^ur* permission, T 
Couimi^ioner Irwin to give tljj^ fin^ teport find then tli§ Commis- 
sionerkand^tafft3W\ll be better, pei^'aps, able to .£^swer Vour^ub^* 

• conimitree's^ Questions. • ; . ■ ' \ , * 

Commissioner Jrwin. ; / ' > *i • .* ^f. ^ r , ' '^'^ 
• Mr. Simon. Pleasei proceed. «i. ^. ^ / 

{Prepare^ staterrient of, BaVid Irwinil^^ ; a - • 

Prepared Statement op David M. Irwin, on Behalf of the Governa^c^e wd Ad- 

MINI^ATION SUBCOMMj^TTEE-^Op' THE "NATIONAL COS^ISSION ON,StUDE^I^"FiNAN* 

■ [. ciAL Assistance • ? > " ^v^/' * ' 

• Mr. Chairman, members of the @om]^itteeav I^P^QF^^ore you today as a 
member of the National Commission gn Smolent Financial '^^istance and as chair* 

y man of it^ Subcommittee on Governance ahd'Adfcjni^tration:. You haye in your pos- 
session, a copy of the subcommittee's finw report, **Assuring the Effective Delivery 
of Students Financial Assistance/* and alpoyir char1|^S|}ictiifg the student financial > 

^ aid delivery system. ', f .^f^ ' * 

"«> . - « INTRODyCTipN: THE^SD DELH^ERY SviSTg^ ; , 

: A quick glance at this flow,.c*hart, which was prepared" by the National Student 
Aid Coalition, will ^ye you,an. idea^of the jsomplexity of the aid delivery IBystem and 

the confusion that it cafiSes ami — ^ — ^ --^ » rj'—j-i-i..- -a.. 

dent' aid programs. As you will 



the confusion that It cafiSes among j^udente, parents,* and Ihbse who administer stu- 
dent' aid programs. As you will noti^the aid delivery process for a single acddemic^ 
year lasts some ^8 bo 20 months. Each step-in the process is dependent on the sue* 
cessfiil completion of the prior step. A problem in one area of the delivery system 
will ripple through the enure process and ultimately delay the award of aid to stu* 
dents. . - . , • ^* ' 

The full breadth of (he aid delivery, system .cannot be properly appreciated with- 
out fully examining all of the, items included In the process ^and alUotihc 
and or^aiiizations tnat must w^rk^in condbrt i^rder to bring this system 
In presenting this flow chart to a Rational Commission hearing, jrrancis 
added his ^wn assessment of the delivery sjl^stem:^ ; 

■ ; •■ . - ,. : 2-0' , : \ 



. .Once you get all the way down at the other end of this [process], the Lord being 
u ^"f'r^'",^*^^'.^,®*? ^ check. And the astonishing thing is, the guy does get a 
check. Ifemldy think its a testimony to the ingenuity of mwi. « J' K««r « 
Mr^jaspman, I think you wUl agree that it is primarily due to the hard work 
and tment of the toany individuals who work to delivew student assistance, that stu- 
slwondaSy edu^^ and, .thus, are providi^ the opportunity to pursue a post- 

j T^^J^^H^"^^^ 5^'"°^^^°'^ divided its- ihquity, into the4elivery system into two 
distmct, yet related areas: , , ^ . , 

tSS^^rSSU^^ the management of 

^--Whilethew two processes al various points in .the BVBtemiUiW are s^^^ 

^OMideratfon^^ of •p^Qipants.and^pecific practices to wai^t'individui 

. RESEARCH FINIMNOS ■ * V 

At this time, I will , briefly summarize the findings of the Commission's research 
m these areas. : ■■ ■ ^ . . . . ^ 

Jhe a)mmis8ion sponsored a mtgor *study of the cost of delivery student aid on 
; concluded that campuses are investing a significant amount of 

th^ admmistration of the various student aid programs. To no one's sur- 
pnse, the NDSL program was found to bfe the most expensive program to -manace 
Dn camftus. Ai4offiM« were found to devote most of their resources to staff salaries 
and l^nefits. Counsehng^m^ outreach activities demanded the most in terras of 
Dime and stall etiort with application processing a close secon 

One of the more significant observations of this study was the impact of an auto- 
tnatea aid bfTice, A s^l located in the State ^of Pennsylvania that can avail itself 
31 the computer resoBpies provided by the state can save thousands of dollars per 
jear in adm^istrative costs. The aid office that has computerized capacities at Its 
disposal can.operate more effi(?iently and can provide sturfentej parentTand college 
DfTicials wth accurate, tufaely information. Automation is clearly the wave of the 
future in delivering student assistance. ^ «ve ux me 

The Commission also found that the eystem for processing I>ell Grants could be 
Bade more efficient and responsive to the needs of students. Several members of the 
^mmission had the opportunity ta tour the Pell Grant processing facility in Santa 
Vlonica, Califdmia, and were surprised to find that it is a primarily manual, labor- 
Jitensiv^peration that has trouble keeping pace with the large numbers of applii 
•^tions and corrections that it must process. 

; Greater of efficien<?y,coul4 certainly> achieved in the processing of correc- 
ions to applications. Some 30 to 40 percent of over five mUion annual Pell applica- 
ions need to be resubmitted for corcections. This process is slow, and is especially 
ronfusing arfd burdensome to students. oiijr 

The Commission also found that infonnation on the'student aid programs is still 
lot being disseminated in comprehensive manner. Thevneed for better, timely, ^d** 
iccurate mformation at the secondary level is imperative. / 

High school counselors testifying before the Commission stressed the need to pro- 
^de information on student aid to studerits and parents in the early years of high 
chool and even atFthe junior ^h level.^ Federal efforts in this regard have been 
nsufficient m Recent years, adding tp confusion and misunderstanding regarding 
he amo^mt and type of aid available. 

_As part of its research, ,the National Commission worked withUhe Department of 
^ucation and state.guaranty agencies to create a data base containing the records 
f ovfer two million GSL borrowe/s. Vfith the aid tif this data tape^ we have been 
ible to^Bxamine^me of the characteristics of those who default on their^student 
pans. We have found, for example, that students are more likely to default in the 
irst years of repayment, that students .attending two-year and shortKiourse schools 
iefault at a higher rate.^d that the size of a student's debt does not necessarily 
orrelate with a higher MKelihood of default. While this tape has provided us with 
efault ^ defaults, it still leaves unanswrfed questions of "why" students 

In recent yeaiti, it seems that media attention on federal assistance to college stu- 
ent has focused on the topic of loan defaults. The Commission believes that it is . 
ime to wrest this monkey from the back* of the students aid.programs. 

Default rates in the student loan program are declining at a steady rate. Students 
re repaymg their loans. The schools^ bank^and agencies charged with collecting 
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debts owed on government loans are doing an iiftreasingly better job of ensuring 
prSr pSment and collecting from those who .have aefaulted on their, obhga^^^^^^^^^ 
A rS Policy Brief produced by the American Council on Education calculated 
the anTual default rate in the GSL^ogram at 3.9 P^-'f "^^ Wh.le not perf^^^ 
is a far cry from the days^of FISL and the early years of GSL. We have made great 
stride iM area and we should not continue to be bogged down by misconceptions 
about the willinimess of students to repay their loans. ' 'i t:„„ 

TL oimm^ion^iBO found that states and lenders are taking or contempteiing 
cert^n^eMi^M to kl^P the default rate in the GSLprogram at a minimum. These 
,m^ur^iS«)Bignorreaui?em^^^^^^ . 
SS^nta attondina^hWwith^^ histories pf h|gh defaujtrates.- ^-^-—^^^^ 

^the^plSStSf^f some fcth^WU 

VaccMs'to GSiA Lenders, and especially guaran^ ^^^'^^•^^^ °t,f^i^^^^ 
arbtoarily i^rict students' abilities to finance their postsecondary educations. 

- v^- . " . ■ , t 

RECOMi^KNDATlONS 

At this time, I would like to "review the recommMations that the National, Com- 
miBsioii has adopted in the area of Governance and Administration, _ - 

CordTto nrovide for a stable and reliable delivery system, the subcommittee 
calls L the aEon of a m^ter calendar for the delivery, of student financial^ 
sUtence ^is calendar ^ould specify dates for each academic year by which certain 
efeSln the deUv^ry procesTwould have to be comnleted. these e}™ents would 
Sde finali^g family contribution schedules, devefopmg application foms. dis- 
IrS? infomltion. ^eing on award levels, finalizing all regulations, and proc- 

"^^hl Oomfii^nC developed a ^etmled calen^^^^^^^^^^ 
sional staff and the educat on community. It is our^beliet that the caienaar aevei 
Sby the OTmrnLion reflecU the concerns of the many participants in the de ly- 
e^Tor^M In Ught of the recent Supreme Court ruling on the legislative veto, it is 
cl^daUhai any calendar adopted by Congress be as specific as possible so it is not 
vulnerable to contradictory interpretations.. - • „„„„ j.. 

In the area of aid delivery, the subcommittee also "recommejds. j;„„„innt. 

That the Department of^Education assume P»maiT responsibility for d^^^^^ 
incr rpinilatorv chaneea and that it develop a catalog of regulat ons on student aia. 
%iTt^h^™^lo3applications to aid delivery be explored and developed coopera- 
tively by the federal government, states, and postsecondary institutiwis. 

That the federal government consider decentralizing <:ertain aspecU of the Pell 

ThL^heTdefaUo^^^i^ment step-up efforts to disseminate.information on tj^ aid 
prSrls to stude„r^^ that more emphasis is'placed on informing students and 

'"StRIO pSam7Ktfued and expanded as vital supplemenU to other 

'tnThf "ea o?sS^^^^^^^ the Commi^ion found several encoura^ 

ing trencte^ The role that guaranty agencies ha^^.P.laX^ ""P^S t^^^^^^^ 
trative aspecU of the GSL program and in minimizing ProJf^ 
l» aoDlauded and should continue to be encouraged by the federal government. 

iffler to Kase the wealth of knowledge •'"^he GSL program ^i^^^ 
ers. the Commission recommends that a m^or f«leral^effort be un^ken to col 
Ipct assemble, and analyze data on the GSL program and the studOTB wno secure 
th^Xns Without tllrinformation policymakers will continue to legislate and 
reeulate based on assumptions and educated guesses. ^™™on^Q- ' 

In other Mt)ecU of GSL program management, the Commission recommends. 

Tha elToXb^made to stSdardize application and reporting forms m order to 
lighten the admin "trative burden on lenSers. guaranty agencies, borrowers, and the 

^^^'al llUhosT"nvolved in disbursing, servicing, and collecting student loans work 
tonsure that fully understand their obligations anJ that all possible ef- 

fnrtB are made to coUect from borrowers before default occurs. »„j„„* 
That prSes dwiened to minimize default rates do not inhibit access to student 

^"irt^S'^freroflli^^^^^ the^Commission has assembled, 

what IbeUeve is. a welTrounded package of recommendations in resp^^^ to lU le^ 
Native maudat^. Before conclucTing. today. I would like^to thank M 
Reeher, Executive Director of the Pennsylvania Higher Education Assistance 
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Agencv and CJongressman John Erlenborn for the hard work and extensive knowl^ 
edge they have contributed to thie effort. 

Thank you for the opportunity to appear beforf^you this morning. I would be 
happy to answer any questions you may have, . . V 

Mr. Irwin. I. appear before you as a member of the National 
Commission and as chairman of the subcommittee that dealt with 
the problems and challenges of a delivery system for student fihari- 
cial assistance in this country. The report that you have in front of 
you is called Assuring the Effective Delivery System of Student Fi- 
nfbcial Assistance jin^^ ropgrt should be a fl6w 

chart depicti% the student (In 

. rently.exists.'-.-. •. ^ ^'i-'.-'.-'v' 

If you have some time you might w this flow 

chart. It is a two-page chart and gives some idea of the complica- 
tions that we have developed for our^lves in the delivery system; I 
might pomt out to you that one of the things that we found out in 
developing this flow chart developed^ which w;^ done with the as- 
sistance of the National Student Aid Commission, was in dealing 
with the chairman, Francis Keppel. He pointed out to us, and I 
quote, "that once you get all of the way down to the end of this 
chart, the Lord bemg with us, some student gets a check and the 
astonishing thing about it is isifchat that student does get a'check." 
^ I frankly think, as he is quoted sa3dng, "that it is really a testi- 
mony to the ingenuity of man that we have been able to accom- 
plish this." 

Mr. Chairman, I think' you all will agree that it is primarily due 
to the hard work arid talent of many individuals who work to deliv- 
er student assistance 'that if students do get their check and thus 
are provided the opportunity to pursue a postsecondary education. 

The National Commission divided its inquiry into the delivery 
system into two distinct, yet related areas— the delivery of the Pell 
grant and campus-based student assistance programs ^nd the man- 
agement of the guaranteed student loan program. ^ ; 

While these two processes merge at various points in the system, 
there are separate enough in terms of participation and specific 
practice to warrant, in our estimation, individual consideration. 

At this time I would briefly summarize the findings of the Com- 
mission's research in these areas. The Commission sponsored a 
major study of the cost of delivery of student aid on campus. This 
effort concluded that campuses are investing a significant amount 
of money in the administration > of the various student aid pro- 
grams. 

To no one's surprise, the NDSL program was found to be the 
most expensive program to manage on a campus. Aid officers were 
found to devote most of their resources to staff salaries and bene- 
fits. Counseling and outreach activities demanded the; most time of ^ 
staff effort, with application processing a close second. 

One of the more significant observations of the study was the 
impact an automated aid office had. A school located in the State 
of Pennsylvania that could avail itself of computer resources pro- 
vided by the State can save thousands of dollars per year in admin- 
istrative costs. The aid office that has computerized capacity at its 
disposal can operate more efficiently and can provide students, par- 
ents, and college officials with accurate, timely information. There 
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is no question that automation is the wave of the future in deliver- 
ing student financial assistance. ., „ 

The Commission also found that the system for processmg Fell 
grants could be made more efficient in response to the needs o; stu- 
dents. Several members of the Commission had the ppportunity to 
tour the Pell grant processing facility in Santa Monica, Lalit., and 
were surprised to find thatJt is a primary manual, labor intensi- 
fied operatj0n that has tro«le keeping pace witlhtbe large number 
.ofapplicSfions and corr^ctpis that it must process. _ . 

GreateKlevels of efficiency could certainly be achieved in the 
processing df those applications. As a matter of fact, some 40 per- 
cent of thel million annual Pell grant applications need to^be re- 
submitted for corrections. This process is slow and is especiaUy con- 
fusing and burdensome to students. ^ j ^ • j 

The Commission also found that information on student aid pro- 
grams is still not being disseminated in a comprehensive manner. 
The need for better, timely, and accurate information at the sec- 
ondary level is important and imperative. High school counselors 
testifying before the Commission stress the need to provide mtor- 
mation on stud^t aid to students and parents in the early years of 
high school and even at the junior high level. \. 

Federal efforts in this regard have been insufficient in_ retent 
years, adding to the confusion, misunderstanding, regarding the 
amount and/type of aid available. As or this research the 
Commission 'worked with the Department of Education and btate 
Guaranty Agencies to create a data base containing the records ot 
over 2 million GSL borrowers. With the aid of this data tape we 
have been able to examine some of the characteristics of those who 
default on their student loans. ,.i i x j 

We have found, for example, that students are more likely to de- 
fault in the first year of repayment, that students attending ^-year 
and shortcourse default at a higher rate and that the size ot the 
student debt does not necessarily correlate with the higher iiKeli- 

^°While^h§^tape has provided us with insight into who defaults, it 
still leaves unanswered questions of why students default. In 
recent years, it seems that media attention on Federal assignee to 
college students is focused on the topic of loan defaults. The Com- 
mission believes that it is time to correct some of the misintorma- 
tion that has been disseminated as far as .the default rate is con- 

DefauU. rates in student loan programs are declining at a-steady 
rate and students are repaying their loans. The schools, banks, and 
agencies charged with collecting debts owed on Government loans 
are doing an increasingly better job of insuring prompt repayment 
and collections from those who have defaulted on their obligation. 

A recent policy brief produced by the American Oouncil on Edu- 
cation calculated the annual default rate in the GSL program at 
3 9 percent. Though not' perfect, this is a far cry from the days of 
the FISL and the early Shears of the GSL. We have made great 
strides in this area and we should continue to be bogged dowii by 
misconceptions about the willingness of students to repay their 
loans. 
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The Commission also found that States and lenders are taking or 
contemplating certain measures to keep the default rate in the 
GSL program at a minimum. These measures include cosigner re- 
quirements, credit checks, and even denial of loans to students ot? 
tending schools with a history of high ^fault rate. 

While certain, measurea may be appropriate, the Commission is 
concerned that^ the implementation -of some of these rules will 
r0sult iri denying needy 8tu4ent6 access to QSL's. Lenders, and es- 
pecially guaranty agencies, muiBt be careftil not to iarbitrarily re- 
strict student 

M Mr* Chairmflin; r our 

i^ompendationsy of our Goyei^^ Siib^mmit?: 
tee. lA order to provide' for a stcJble and i^Uld)le^ srvstem, 
the supcomnfiittee calls for an adoption of a master calendar for the 
delivery of student financial assistance* Tliis calendar would speci- 
fy dales for each academic year by which certain elements of the 
delivery system would have to be completed. These elements wotUd 
include finalizing family contribution schedules, developingiappli- 
pation forms, distributing infdrmation, agreeing on awcord letters, 
pnaliaung all regulations, and processing aid applications. 

Commission has developed a detailed calendar in coopera- 
ti<&n^th*^ngrera^ staff in the education community. It is our 
belief that Jthe calendar developed by the Commission reflects the 
concerns (jf the many participants in the delivery process. 

In light of the recent Supreme Court ruling on legislative veto, it 
is; crucial that any calendar adopted by Congress & as specific as 
possible so it is not vulnerable to contradictory interpretation, in 
the area pf aid delivery, the subcommittee also recommends that 
the;X)epartment of Education assume £he primary responsibility for 
ql^i&Cim regulatory changes and that it devdop a catalog of 
e)i^t|tlons on student aid. ^ " 

"^^tik^ applications to aid delivery should be explored and 

ievabped cooperatively by the- Federal^ Government, States, and 
postsecondary educational ihstitutions. The Federdl Government 
should consider decentralizing certain aspects of the Pell grant 
process and step up efforts to dissemination information on the aid 
program to students and more emphasis should be placed on in- 
forming students and parents at the secondaiy level. 

And, of course, as Source of Funds has in<iicated> the TRIO pro- 
gram should be continued and expanded as a vital supplement to 
other information and outreach efforts. 

,'In the area of student loan management, the Commission found 
s^v^ral encouraging trends— ^the^ role that the guaranty agencies 
tiave played in improving the admirfbtrative aspects of Ihe guaran- 
teed student loan program and minimizing program default rate^ 
should be applauded and should be continued to be encouraged by 
the Federal Government. 

In order to increase the wealth of knowledge on the GSL pro- 
-am and its borrowers, the Commission recommends that a mfiyor 
Federal effort be undertaken to collect, assemble, and analyze data 
m the GSL program and the students who secure these loans. 
Without this information, policymakers will continue to legislate 
md regulate based on assumptions and educated guesses. 
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In other aspects of the GSL program management, the Commis- 
sion recommends that efforts be made to standardize applications 
and reporting forms in order to lighten the administrative burden 
of lenders and guaranty agencies* borrowers, and the Federal Gov- 
ernment, that ajl involved in disbursing, servicing and collecting, 
student loans work to insure that Dorrowers fully understand their 
obligations and that all possible efforts are made to collect from 
borrowers before default occurs. The No, 8 recommendation in that 
segment is that practices designed to minimisse default do not in- 
hibit access to student loan capital for eligible students, 

In the area of governance administration, the Commission has 
assembled what I believe is a well-rounded package of recomnien- 
dations that are resijonsive to the legislative rpandate. 

Mr. Chairman, before concluding today, I would like to thank 
Mr. Kenneth Reeher, executive director oLJthe Pennsylvania 
Higher Assistance Agency and Congressman John Erlenborn for 
the hard work and extensive knowledge that tlfey have brought to 
this deliberation of our subcommittee. 

^Thank you very much, Mr. Chainhan, and I will stand to answer 
any questions along with the Chairman. ^ — 

Mr. Simon. Thank you very much. 

The point, you make on the legislative veto, incidentally, is ari 
important one for us to keep in mind— both , as far as when we 
move on reauthorization and how specific we get because if we are- 
not careful, we w^ll end up having ggod intentions negated com- 
pletely through regulation. ^ 

You did not talk about simplifipajjiDn— and I took a look at your 
monstrous chart— does your full r^Wt go into that somewhat? 

Mr. Irwin. Yes, Mr. Chairni^^B"certainly does. This is the ^ 
system asjt is .today and we ar^^^H^nending to^ou and in our 
full report are recommending a fflBBxalendar which simplifies 
the system considerably. We negoflEeOp^at master calendar with 
congressional staff and members of fKeriigher^education communi- 
ty, showing that w^ would be able to 6ome to a fair calendar that 
represents all of the people in the processing and delivery system. 

So we feel that we have come forward to. you with a master cal- 
endar recommendation that is fair and simplifies the system con- 
siderably^ \ . ■ " 

Mr. Simon. How does a master calendar work when you have 
such a variety of dates for schools opening— some students starting 
in .February, some going to a proprietary school for 8-week pro- 
grmns and so forth? 

Mr. Irwin. One of the things that we were concerned about is 
that the master calendar would give some stability to the system so 
that regardless of the time that a student was to begin his educa- 
tional process, they would know exactly what the. process was and . 
would have full information as to how to enter into the student aid 
system and receive student financial assistance if they had need. It 
is a circumstance that they were calling for a lot of the forms to be 
completed 18 months prior to any kind of academic year/ which 
would certainly give the opportunity for students, regardless, of 
when they entered the school year during that year some real op- 
portunity to know what is going on. 
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We have ibund dutr Mr. Chairman^ very frankly, that We have 
r;'.:yfy created a system here thpt would pale; the Internal Revenue Serv^ 
i ; ice, as far as understanding: the fo^ hoping to simplify 

those forms so thai the average laiypers^ in this country can pick 
it up, read it and understand what is needed and how to enter the 
process of student aid. . ■ ' ■ | 

Mr. Simon. AH tight: Thank you very much; I hope we can effec- 
tively follpwthrough on your recommendations, 
Mr. Irwin. Thank ypii very much, Mn Chairman. 
V ■ Mr.^ S 
: : - w^ 

granis have been skewed 8^ 

: might happen as we created a lot of tiiese programs.^^^ 
. specific in saying what should happen in the expansion of the Pell 
.grant program. Do you have any dollar targets in mirid? 

Dr- Ryder. If I were to come up with aitop of th^ hesid figure, 
Mr, Chairman^ I would say start with $2 bilUon; It is c^ obvi- 
ous that with the sociiEd segurity changes that I have indicated thatf 
you will put back into Peir grant status pw]^^^^^ 
the past financed through ^the social security 
the figuries are now a^ coupleX(^^^ 
■ : you would have something like $^ billibi^ 
social security education 
Itas perfectly clear that the PeU supi)ortha:^ erc^^ 
- . cause of inflation but much more importantly, even at the present 
day, college tuitions are tending to go up much faster than infla- 
tion itself. ilTie-fmlure^t^^ expected for a Pell 
Grant in the past has provided furtM^ ; 
■ I would not likie to give a specific figure at this 
/ ance of Congress, but it seems to me that an evaluai^^ 
/ costs of college attendance today, a projection of the level of assist- 
^nce which was provided l^ Pell^ants ba^^ 
theii projected present day costs would come up with a figure 
^ which might be too large initially for G!ohgress to swallow, but at 
least it would be a good-target :.y'\' -..'V,"- : 
r ^ Certainly a very significant percentage increase, it seems to me, i 
is required, if we are to provide that basic guarantee of entry into 
the system *fbr the lower-income folk and the erosion; of the per- 
centages of low-income people who have been entering into the 
system has not been increasing at anythiing like the rate of the 
-upper, income. ■ ■--■^v' .^ ■ ; 

What we, in effect, did with the establishment, the expahsio^f 
. the GSL to a much broader segment of our society was to put in 
place an entitlement program whidi becfme &^ 
budgets had to be faced each year by Gongressi^^^^^^t^ 
tional aid program tended to be diminished i^^^^ catego-? 
ries which were targeted for the low, inbpme^ It^seerrt^ 
we must look back 3 or 4 years, detenhine the balance that v/ia^ in 
place at that tinie and then try to 

grams J»rgeted to^ the needy so that mo longer do they ; the 
v expense of an expanding GSL prograin^ 
ti^/yhas suggested, is a^ v^ 

; tended to have effects that were not intendedis^^ 

- \ ' ■ c/H ,"27 
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Mr. Simon. You mentioned one specific item that we have Been 
talking about informally that would mftke a significant difference/ 
' If we were to make an entitlement of the Pell grant program, that 
would clearly help to rectify this imbalance that has been created. 

You were nonspecific in the other two areas where we haVe to 
make a decision. One is whether we keep the 50rpercent figure anq^ 
the second is where that cap ought to be— you used the $2 billion 
figure, but we will not be authorising a gross amount; we are going 
to have to be authorizing a cap at $1,800, $2,025, $3,000, $10,000— it 
is not likely to . be the last figure. _ - 

But if you would care to comment a little more specifically, both 
on the 50-percent figure and at what level you would put the cap, if 
you were a member of this subcommittee. 

Dr. RvbER. 1 think I would probably at this stage attempt to 
move the cap very close to what was, I think, proposed earlier by 
the administration at something like $3,000. %^pms to me that 
the significant expansion of costs in higher |j9acation has out- 
stripped greatly the very sluggish growth of the capital jn the Pell 
grant program. - \. . ' , . , / 

At the present time at my institution, which is not a high-cost 
private institution, the tuition and fees run close to $5,500 a year. 
The living costs beyond that put the average student expense at 
somewhere between $8,000 to $9,000 and in the private sector that 
is relatively cheap. But the simple fact is that at where Pell pres- 
ently stands, it does not significantly provide entry into a cost 
structure of that sort, , ^ _ ' 

I would keep the 50 percent, I think, for the foreseeable future as 
a target. / / ^ 

Mr. Simon. Thank you. Dr. Jones, on GSL, I find myself m gener- 
al agreement with what you have to say. Do we keep the present 
limitation or what do we do in specific terms there? ^ 

Dr. Jones. We found no reason to change the limitations as they 

currently stand. /\l a. i * 

There may be, in December, an addendum to that as that relates 
to graduate education, but I would prefer not to speak to that 
today and I wduld rather wait until Dr. Brademas has an opportu- 
nity to appear before this committee; ^ 1.1 v i. 11 i. 

Mr. Simon. In addition to simplifying procedures, did ybu talk at 
all about simplifying the whole program? One of the realities is 
that when you talk to college presidents, pretty soon you would 
find that the eyes glaze over when ydli start talking about the com- 
plications of the program. You can limagine; what it is like for^a 
counselor in a high school in an inneV-city or a rural poor area who 
has 425 students to handle and doesn't have the time to devote. 
Those counselors get lost and, unfortunately, some of the students 
get lost in the process, too^ Did you discuss this whole simplifica- 
tion question at all? . . T . J 

Dr. Jones. Yes, and T know that both Commissioner Irwin and 
Commissioner Reeher would like to address that question. I would 
also like to say that along those lines we have had tremendous as- 
sistance in facing that problem from Dallas Martin and the people 
in the student financial aid community. . 

Mr. Irwin. • ■ ■ '. 
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Mr. luwiN. If I could respond, pierhaps, with an example. One of 
the things that we found when we wen^to the Pell grant processor! 
for example— firat of all, it wai3 interesting tp note: that we were 
the first people ever to visit the fell grant processor who have not 
been members of the Office of Education. So we were the first 
aliens, you might say, to walk into the Pell grant processor and we 
thought that was interesting. - ; . 

But one of the things that we found out about that was that, for 
example, out of the 5 million, 40 percent of those applications went 
back to students and their parents because they were inaccurately 
filled but. Wie found btii; that what happened to those 40 percent of 
those students is that 1;h6y S^ 

and still not have their Pell grant, and many of them never did 
receive their Pell grant until around Christmastime^ In effect, in- 
stitutions were carrying about 40 percent of the ;?^2 million stu- 
dents that received Pell grants up until the time that they finally 
got all these corrections and edit checks made on their Pell grant 
application and it was processed. 

One of the things that we are recommending to streamline the 
system is to allow the financial aid officers on the campus to sit 
down with the student and go through these edit chechs and co]^., 
rect the application and turn around and g^t it immediately ba^ 
to the Pell grant processor without this tremehdous lapse of tir 
that goes on today. 

Now that kind of suggestion, allowing that to happen, would cer- 
tainly, in our estimation, streamline that process and make it a 
very simple type of process. We found a very difficult and disturb- 
ing fact that, for exfion^le, you would^^^^^^ who would 
have their application kicked back to them because line seven was 
. not accurately filled put. Line seven was then corrected, it was 
mailed back and then they received it back because liiie 10 was not 
correctly filled out, That is a very cumbersome system and slows 
the whole Pell grant system down considerably. 

I certeinly agree that Pell grants are an extremely important 
base of grant and aid, but it certainly has to have an effective de- 
livery system to get to the studentis that really: need that help be- 
cause tne-Pell grant is basically geared at the neediest student in 
our Nation. So it is those kinds of simplification that we were going 
fonvard \sdtii and talking about in the arek of governance and ad- 
ministration to simplify the system and to get the information—the 
correct information— to the students and the parents. 

In discussion with parents and students, we found out the very 
thing that you are telling us here today that I thiiik we all know, 
that the S3^tem is so complicated that they have tlo idea dhd no 
way of understanding. One of the backdrop papers, Mr. .Chairman, 
that we sterted our deliberations on and from was a demographic 
background paper that dealt with the realities of the fact and 
proved to us that we are now, as Commissioner Ryder has ex-^ 

Elained, coming into a period in our history that we are going to^ 
ave more and more and a large quantity of very, very needy stu- 
dents. . "-v •■ 

In Stetes, for example, if I could use some emmples like Califor^ 
nia, today in secondary education 42.9 percent of their secondary 
educiation are minorities. In States like Wew York it is 32 percient 



in secondary education today, In States like Illinois I believe the 
figure is around 27 to 28 percent, Mr. Chairman. ^ 
We have an awful lot of young people who are falling through 
the cracks who do not have opportunities. They are not coming 
from the socioeconomic background to understand these forpiata 
and how to enter the system, That's how come we are making our 
recommendations to push thp TRIO program to get that informa- 
tion through high school counselors in a simplified way and to par- 
ents and to students and simplify those forms so that peojjle can 
understand how to access assistance. ; , . ^, , 

In the year 2000 one out of every three workers in this Nation is 
going to be a minority and we have a very m^or, major decision: to 
make in this country as to whether, that person will have the op- 
iortunity—example, in my case, to work at the Boeing Corp. as ^a 
productive engineer, or if he is going to have the opportunity to 
work at some lesser job at a lot less salary. Education is opportuni- 
ty and I think spread throughout this report is the concern that we 
have for opportunity. We feel it ie being denied because of compli- 
cations and bureaucratic jargon. So I hope that I have answered 
the question that we were concerned about that kind of simplilica- 
tion, Mr. Chairman. ^ . . , ^ *u w 

Dr. Jones. Commissioner Reeher just reminded me ^^}'^^/^^' 
committee which he served on, which was chaired by Bill Ford^ on 
special allowances, one of the things that they did discover in their 
review of the GSL program was that there was not a lack of access. 
The other thing that I observed' in attending some of the regional 
meetings of the student financial aid administrators and that is 
that as they have increased their professional working relation- 
ships, they are bringing about dramatic improvements/ at theit 
workshops and semiiiars'and then they, through their national as- 
socialion, are working with the Department. So we do see efforts 
being made at all levels. X' , . 

As Commissioner Ryder reminded me, there was testimony in 
Chicago before his subcommittee by students and cou\iselors--l 
think that testimony is part of the record that we submitted with 
our reports— on some of the suggestfons that we have forwarded on 
to the Department, with the help of Dallas Martin and others. 
Mr. Simon. Mr. Gunderson. ■ ^ . ■ , 

. Mr. Gunderson. Thank you, Mr. Chairnian. I am going to ask a 
couple of questions. I can't help but, as I listen to your different 
testimonies, come up with the conclusion that yoa have oretty 
much endorsed , the status quo in terms of financial aid with the ex- 
ceptfon of increased funding. Yet, you talk about the complications, 
the bureaucratic problems, we talk about the funding probleni, rec- 
ognizing that probably the levels that you would like we are simply 
not going to able to authorize the appropriations. , 

Did you do any dreaming or wild-eyed thinking about new ap 
prbaches to student financial aid and come up with any conclusions 
or recommendations that might be different and might be a ne\^ 
way in which we can meet the need that is there that governmeni 
by itself in its present form can't comply with? 
Dr. Jones. Maybe each of us can touch on that one. 
Mr. Gunderson. Sure. 
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Dr, JoNKS, In reading the legislative mandate to the Commission, 
we didn't look upon it as providing us with a lot of running ropm. 
There seem to be to us, ai; least in our interpretation of this Com- 
lission, a number of ques tions that Congress, and in particular the 
lousd, was asking that \^e study, Many of those questions were 
technical in nature, Further, it did appear to us that ba&ed upon 
our conversations with m,eniber8 of the subcommittee staff here, 
that there was a need for numerous research studies— information 
that had not been availab e to you all to make your decisions at a 
later date, which is now forthcoming. 

So if I might suggest, v/u felt initially at least that we must first 
get on with the effort that you requested which was to take a close 
,look at some technical niatters, find the technical expertise out 
there, bring theni into res aarch process with us and then coopera- 
tion with your staff and b ing those findings to you. I think that's 
what we did basically as to the infrastructU!re of the GSL program, 
insurance premium, special allowance, inschool interest. 

Then we believed that if it was possi^ble, both in terms of time 
and funding and resources of the Conimisfeion that we would at- 
tempt to answer the other 18 questions. To accomplish that, we. 
took 17 of those and we then placed a subcommittee over those 
topics that related. Here again, we were looking at qualitative 
measures such as the delivery of the system— was the current 
system fulfilling access and reasonable choice; what changes had 
occuri'ed since the 1972 pCstsecondary commission had nriet— even 
though their mandate was I't as broad as theirs, they did get into 
the question of financing and financial alternatives! 

And then finally— and we did not realize that >ye were going to 
be able to accomplish this last task— but the legislation did. ask us 
to take A look at graduate uducation. That, perhaps more than any 
other piece of legislation, give us running;roOm, and I think in De- 
cember when Dr. Bradem£is comes before your subcommittee— or 
at a time that is cpnvenient to you all— you will find that perhaps 
there we may Have done se me dreaming, but we are not iri a posi- 
tion to comment on that this morning. ' \/ 

would like to, however, make some observations!? As I suggest- 
ed, even though most of our reports today to'you are status quo, 
admittedly so, there are many other alternatives out there that 
you all might want to consider. But we want to be careful in this 
regard. If we tried to create something radically new, we may 
again confuse that entire cp^imuhity out there that we have been 
trying to reach— the young person that doesn't necessarily have 
the economic wherewithal to ^et to school, who, hopefully, will 
begin to realize that it is p(»ssible, through a combinatioh of Feder- 
al, State, and campus-base i programs. We don't want to confuse 
the lending community out there. We don't want to send any more 
-Shock waves. ■■ '^^ ' • ■ 

I ca^i't help but recall tha trepidation 6n college campuses, espe- 
cially among our brighter Students in graduate research, when the 
New York Times reported jthat the administration in January 1982 
was goi^g to recommend U) Congress that graduate students would 
no longer be permitted to participate in the guaranteed student 
loan program. Shock waves; like that are really not needed and I 
know that that is not what ycffii are suggesting, but I am suggesting 
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that if we don't try to perfect qualitatively the current programs 
and examine the'findinra of this Commisflion and Bay, "YeB, we are 
beginning to reach millions of young people out there whp, other- 
wlie would not^have an oppoj^^nity tp'atWd or take a postsecon- 

^TwlntTo^suggOBt that what ilTu may. have put in pV>co is work- 
inK hnd can work a lot better lAwo develpp more information qnd 
as your subcommittee gatherB|(9or6 information qn the current 

^""dWyder. Perhaps I might ad^Tto what David Jones has said I 
think that the Commission clearlj<#lt somewhat restricted by the 
nature of its charge, which was pr^^ specific,, but you w 11 f^nd in 
the final report of t\ie CommiSflion-and I know specifically in the 
Sources of Funds Subcommittee repprtr-a very significant number 
"of alternative suggestions which we Eeceived as part of testimony 
as >ye held hearings in various par'ts of the country. There are 
some fairly dramatic and different Irinds of programs that have 
been proposed and submitted to the 'Commission, but we decided 
not to come out and advocate any one of them. We felt kMvas verj/ 
important to forward to the CtongreM through the Coinmissi^^ 
report all of the information and suggestions that have been re- 
ceived so that if there lyere an opporturity to consider alternative 
models; that Congress w^,uld have the benefit of^ that ^testimony. 

m tiPPicOAT.^Marilyn Liddicoat, member of the Subcomm ttee 
on Insurance Premium and also the Subcommittee on Graduate 
Education. T came on the Commission as a Reagan appointee looR- 
ing for places to cut this monstrous, -$13 bilUpn budget I a^so came 
from a background of having worked my Way through college and 
finally finishing law school at age 30. HDwever, ui studying th^ 
whole^area very carefully. I find jfhat with^e exception of a few 
•institutions such as Mr. Ryder's, it's almostjuftpossible for students 
today to, quote, 'VPrk their way through college. , , J _ 
The cost of college education has tisen far mpre rapidly thatiC the 
cost of living indices. We have fourl^ that mafay of the cur^fs are 
already in place, such as raising the eligibility requirements— net 
kids can no 4onger borrow money. ,^ i^^'a ^,.0 

There was one small area where we did recotamend spme dra 
matic changes on my subcommittee concerning the insurance pre 
mium that students paid along s(vith other Ipan feds when my bor 
r^3 the money. We found that somfe of the guaTanty.mncie, 
were too rich, some amassing up to $560,000 in reserves, buildin 
buildings, living quite well with , large .travel allowances. It yo 
would look at those recommendations carefully on that, there is i 
lot of money to be saved in that area. In fact, one gu^ranty^agenc; 
based on our report voluntarily returns $11 miUion to the Gpvern 
ment because they simply had too much napney. So wp were watch 
ing the dollars quite carefully. / . \ Ai. <-..,j. 

Mr. Reehek. If j might, speaking to the jretum of those fundi 
that was from, I believe, a nonprofit agency, and some of us tha 
are under the gun at . far as State legislatprs are concerned, 
that the way that Federal law is written, it calls for a^ returnee 
those funds under certain standards that have been set by the l^? 
gress and it is very difficult for an administrator to voTuntanl 
return those funds when the law does not call for that. k 
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In response to the qucBtion, there's a aaying. 'If it ain't, broke, 
don't fix it," arid 1 think the Commission found that the Congress 
did a very respectable Job in developing opportunity for higher edu- 
cation. The jproblems I think we have are twofold. One is funding, 
and that Will probably never go away, and the other would be the 
mechanics of now it works. For Toxample, ps Dr. Ryder pointed out, 
if you start dreaming, there is roughly 10 percent of the corporate 
potential being used. So we could dream that we might use that 
lOOjpercent. 

We also have in there a recominendation that the college work- 
study program would begin to function in the private sector, where 
you could get academic-related kinds of jobs and if you dream, you 
might get some corporate participation and the work-study pro- 
gram, there, I think, could become another very substantial, self- 
help kind of orogram similar to the guaranteed student loan. 

As far as tne loan program is concerned, when you get over into 
that sector, you bring a whole new actor into the game in that you 
have the private sector lenders. As we have pointed out, that pro- 
gram leverages the Federal dollar on at least a 2-to-l basis. So 
when you try to change the mechanics of how that works you have 
to be very careful that you don't disrupt the third party participa- 
tion. 

We call for the utilization of electronic delivery, which really is a 
dream. We have been very much involved in that in Pennsylvania! 
The State of California is trying to move into electronic delivery of 
student aid, the college board, through its project transaction is 
trying to do that and we in Pennsylvania over the past year we 
have had 8 banks and about 1 dozen colleges that have what we 
call a "paper-free loan applicatiori" where it is done basically elec- 
tronically. 

The student fills out a form and sends it into us and then we 
transmit electronically to the colleges and the lenders the data so 
that we can jpeed that up. I thiijk the electronic delivery ^of stu- 
dent aid is maybe tlye dream that is built up into this report." 
• Mr. GUNDERSON. My time is well beyond, but let me just finish 
with one final question on this master calendar. What is it, for the 
first^ time in 5 years we have passed the education appropriation 
bill in this Congress and there seems to always be a problem. As 
you know, tonight we are trying to get a continuing resolution 
passed to keep the Grovernment operating. Recognizing that prob- 
lem, do you really think the master calendar when Congress never 
does its part oh the appropriation side? ; 

Mr. Irwin. Well, obviously. Congressman, there is no Way that 
anyone except Congress themselves, because they are elected repre- 
sentatives wno can dictate their own schedule and we are not sug- 
gesting that . 

Mr. GUNDERSON. lt might^not be a bad idea. 

Mr. Irwin. But there is a circumstance that we do feel that 
working with the participants that are major actors in the cden- 
dar that we are recommending,; at least all of that mechanism can 
be in place— simplified forms, dates for information to the campus, 
dates for information to students and parents. Then I think all of 
us will then have to wait for Congress, of course, to act on their 
own sqhedule as far as the funding is concerned. Appropriations 
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questions are the purview in this democracy of tfie Congress and 
we wouldn't suggoljt to bp involved in that. ' ; , ^ , ^\ 
What we are hoping to do is to get everything in .place^sa that 
when that docisionHs made, the .system works and doesnt break 
down. That's the mqjor concern that we are looking 'ajt now. ^ 

If I might also, on the prov}oufl question that you liuggosted, one 
of the things that Wo did dream about a little bit is the fact with so 
many students in thel next 10 years coming in and ^Accessing and 
having to access the migrant-type aid, we did think that we wduld 
ptobably have to be sensitive to the middle class of the Nation per- 
haps with some look at setting up an educational IRA account or 
perhaps allowing thosevpeople to use their current IRA with a por- 
tion of those funds to tie used for their educational Opportunity for 
their students, for their^own children. ' , ■ V 

We are suggesting h|\ AGI of Bome $40,000 in the report on 
source of fundd and that, is one possibility of being able to set up a 
program to allow those wople to enter education as more and more 
of the resources are going to have to go to needy and needier stu- 
dents in the Nation onWie basis of the demographic information 
that wfe^ave he*en workm^ 

" ' ^hank you, Mr. Chairman. 



mestions, Mr. Chairman. 

.vprably in your absence by one/Of the 
ly, at the end of Commissioner-^^rwin's 



Mr. Oonderson. O 
Mr, Si>ioN. mf Pen 
Mr. Penny. IW^ve m 
Mr. Simon. Erie 
You were mentidni 
Commissioners, jincid 

testimony. » 
Mt-.ERLENBOHfi/Thank.yoUr Mr. Chairman. 
Let me say, *st of air, th^t when I came in the room I wasn t 
quite sure whether I shduld sit down there with my fellow Coinmis- 
sioners or up helte wUVmy fellow Corigressmen, but on balatnce. I 
thought I would rathei; ask Questions than answer them so 
up here. [Laughfer.] 1 t u im 

Having said that, let me then answer a question. I would like 
first of all, endorse the answers given by my fellow Commissioners to 
the first questidri asked by/Mr. Gunderson about whether we sMUld 
have recomttierided imamnative, new ways of providing ai^ .fpr 
postsecondary educatioa-Sv^ . n t 

I would just make ttfis fui^ther observation. Personally, i 
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waysL We have two grant Brograms,;we 

-^progrfiins and my fear is that politically 

ably jiimp at the^opportunity of passing a new /tq- 
aid program, particularly if we could have our indi- 
iciated with it— like the Pell grant. I wish that 
i-grant instead. [Laughter.] >0:d 
jIt would be much smaller. [Laughter.] 
You're right. ' ( . v i. 

k we need to proliferate the means for delivQrmg 

* aid, but as was observed by the Commissioinei's,- 

we have in place a good system that needs to be fine-tuned, iitti- 
proved, and then find ways to have sufficient finding for the^prb?- 

^Getting to that question of funding, the Commissioi} found tkat 
the Federal appropriations for Pell grants, supplemental grants. 
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an(| college work-Btudy had all filuffered as a result of more money 
flowing into the guaranteed student loan programs. My colleague, 
Mr. Ford, isn't here to defend himsielf but let me say that I thought 
that was a result of the Middle Income Student Assistance Act and 
one that I thought could be anticipated. I said back then that I 
fepred that we wore going to put more of the available resources 
into the guaranteed student loan program to the disadvantage of 
the TOwer income students who depended more heavily on the 
grant programs, .1 think history has borne that out and we have 
taken some remedial steps, 

Let me say that the Compdission did find that there was this ad- 
verse effect on the grant' programs. Now I can get to that enjoyable 
part of asking my fellow Commissioners to answer the question: 
What are we going to do about it? What can Congress do to put in 
place some protections for the grant programs so that in the mturo 
the loan programs will not adversely affect them? 

Mr. Rbbhbr. I would suggest lowering the interest rates. 

Mr. Erlenborn. You mean interest rates in the economy riot just 
in these programs? 

Mrri Reeher. Yes: I think that has been the one thing that has 
caused the cost of the guaranteed loan program to rise unexpected- 
Iv in the last couple of years. Other than that, it's my opinion that 
there have been substantial reductions in the eligibility of certain 
families as far as GSL is concerned. 

We have also already reduced costs by origination fee, change in ' 
the interest rate and movement of a portion of the borrowing to' 
the plus proj^ram. It's my opinion that if there are further substan- 
tial cuts, which could be made, but their access to higher education 
will be affected and it could be that people would not go or that 
their choices would be impacted by the reduction of aid. That's my 
personal opinion, not a report from the Commission. 

Dr. Jones. I would like to second that and add to what Commis- 
sioner Reeher has just said, that as you proceed to board reauthor- 
ization, always keep in mind that we have been through in the last 
.6 years a very dynamic time in ternis of the economy, both in 
^ terms of the interest rates and their effect on these programs and 
the feffect of inflation on higher education. 

So by taking those into account as you lopk to the future, I think 
it might be helpful. I think sometimes we make a poor habit of 
citing to you some statistics, especially percentages, that can be 
very misleading at this particular point in time. One of the ques- 
Upns I have raised from time to time because of our recommenda- 
tions on the special allowance is are we absolute on our position on 
the special allowance formula. There I would just like to pass on 
and to suggest that you will note in the full report that the sub- 
committee sfiys that, "It is not possible to determine from histori- r 
cal data if the current special aUowance rate is the most equitable 
from the poin^ of view or lenders and the goviernment." 

Here again, I only want to caution that we take a look at each 
piece of those loan programs one more time before making some 
final decisions and, hopefully, as Commissioner Reeher has said, 
with the help of a stronger economy, a lowering of interest rat^s, 
we might not have a loan program that is so expensive that it is 
beginning to affect a much- needed expanded Pell grant program. 
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Mr. EuLRNiiORN. Lot Alo make the comi?\ent to respond to Com- 
miflttloner Reeher'a suggostlon of lowering the interest rates, I 
think that is absolutely right. Thpt same answer is the onswer that 
you cdn give to almost any of the other problems facing this coun-^ 
try at the present time. JLt wo lowered interest ri^0s^we would im- 
prove the capacity of people to buy automobiles and buy homos and 
we would put more people back to work. There is just no auostlpn 
but what lowering interest rates would have a good effect across 

the board. • ' \. , , . , 

The problem, as we are all av^^Ore, is to find out how to lower 
those interest rates and mofiy pfeople think it% to get the Federal 
budget under control, it's fear of high deficits tjiat keeps the inter- 
est rates up. 6ow we will ever solvS that, I don't know. I see a lot 
of posturing, I pee a lot of dramatic, if not •effective, 'action by 
Congress in rocerft weeks,- refusing to extend the Federal debt 
limit That's pretty dramatic but' it's not very effectlvo—all we are 
doing is removing the ability to pay the bills for those things we 
have already bought. That's renewing on your debts, Thats not a 
very good way to get your budget mto balance. 

The other is earlier this week the House rejected the contmumg 
resolution. Well, that's, again, dramatic but not very effective and 
we will see what happens today. I think we will probably take up 
aboufme flame one that was rejected 2 days ago and poss if. It 
seems like some people wanted to make a point and havmg made 
that point, they will go back to their spending ways. 

So now we will ever achieve lowering the mterest rates is some- 
thing that so frustraites me I think I am going to give up the proc- 
ess and leave the Congress at the end of next year. 

Thank you, Mr; Chairman. * 

Mr. Simon. Thank you. 

Mr. Petri. 

Mr. Petri. I have no questions. - 
Mr. ^MON. We thank you very, very much for your testimonv 
and your contribution and we will be weighing your words careful- 
ly as we move toward reauthorization. 
The subcommittee stands ri^journed. , . . nr 

[Whereupon, the subcommittee ivas a^ourned at 11:25 a.m., on 
November 10, 1983.] ^ " , 

[Material submitted for inclusion in the record foUows:J 

Prepared Statement op Dr. Kenneth G. I^lljgL'PRESiDENT, NoRTHEAffkiiN ^ 

UNivERsmr^^ 

Mr. Chairman and Members of the Subcommittee, I am pleased and honored to 
have the opportunity to testifying this morning. I come before you as a member of 
National Commission oirStudent Financial Assistance and.as chairman of its bub- 
committee on Sources of Funds. . . ^ .. 

The federal government's commitment to help students pay for college has as its 
foundation the Belief that no American should be denied the opportunity of going to 
college for lack of money* Over the years since passage of the Higher Education Act 
of 1965, myriaH financial assistance programs of increasing sophistication have been 
developed to answer the varying needs of youne people from: a wide variety of eco- 
nomic circumstances.-The Commission has found that all of these programs general- 
^ ly serve their targeted populations well and are efficient mechanisms for encourag- 
ing wider participation in higher education. O51 the other hand,^ the Commission-- 
and particularly' the Subcommittee on Sources of Funds— has found that a quiet 
and, I think, unintended shift of attention and funding toward prograftisi for stu- 
dents from middle and upper-middle income families has led to proportionately less 



fodernl support for th« P0II grant proffram deiigned to aid the poomt Amorfoani. 
In my view thii ihlfti howevor lubtloji unacceptable. In reauthorUIng the Higher 
Education Act, thli committee and the Congreii a« a whole ihould adopt m their 
hlgheet priority the reiniUtutlon of a truly adequately (\inded baslo grant program 
ai the foundation of liudent financial aielitance so that people of scant economic 
mean« can got a ooUig^: education, Otherwlie, we will drift Into becoming a country 
where only the wew^y can be healthy and wlie, 

Our reeearch luggeite that federal itudent aialitance over the pant decade hai rth 
iuUod In progreie toward« the goal of providing acceeii to poiteecondarv education 
for nil itudonte, but much more remalni to be done. Although the Middle Income 
Student AMlitanco Act (MI9AA) was iucceiil\il in reaching lu targeted population* 
inflation over the docado hoa effectively eliminated the increoiod reeourcei to pay 
for college that the federal govornmont intendod to provide through student aid pro* 
grams, ' • 

This situation has boon worsened by the govornmont's failure Aally to (\md many 
provisions of MISAA and the 1080 Higher Education AipendmentSt particularly as 
they relate to maximum Pell grantSf Wnteh would have Incrfaied fmral aid to low- 
Incomo students in real terms. Our daWshow that low^hcomo a^nd mtiiority stu* 
dents have been disproportionately aHbcted by reductions In student flnahctal assist* 
ance. This has occurred because funding for Pell Oranta has been disproportionately 
lowor than (\indlng for the Quaranteed Student Loan (QSL) program. Although Pell 
Granta and campus-based awards are technically forward-fimaed, the reality has 
been that flinda are committed befbrp they ae appropriated, usually resulting in 
those need*basod programs losing onticlpated Ainds. 

Thus» the GSL progrom with Its entitlement status has consumed an increasing 
share of federal funcu for higher education, producing a budgetary tradeoff witri 
tho mi\|or studont aid programs that are more heavily targeted on needy students. 
Jn offoct» if not in intent, student aid policy has been moving away fVom tne concept 
vi of using Poll Qronts OS the foundation for educational flnanoingi 

The Commission also found the response to the reduction in and ovbntual elimina- 
tion of social security student benefits grossly inadequate. There Is much evidence 
to suggest that most of those who received assistance under this program needed it* 
According to a study conduct for the Commission by David P. Rosenp *'on balance, 
OASDI (Old Age Survivon^ pisabillty Ini|urance) student beneficiaries are poorer 
and more likely to come fVom worlcing class families than students attending college 
without such beneflb^** Whether or not this form of student aid was appropriately 
targeted, the fact^ftrnTains that when the program is finally terminated in 1985, over 
$2 billion of the $8.6 billion available for student aid in fisdil year 1982 will have 
been eliminated entirely— a 23 percent decrease in total federal f\indlng without 
even accounting for the hoped-for continued savings in tho GSL program owing to 
lower interest rates. Moreover, few additional fUnds have been authorized or appro- 
priated to replace or redirect these lost student aid monies, in spite of the fact that 
the GAO has estimated that merely to offset the loss of Social Securitv benefits, Pell 
grant benefits alone would have to be increased by almost $1 billion during the 
period 1981 to 1985. 

The subcommittee has conipluded that without changes in student aid policy, pro- 
jected demographic changes will exacerbate the imbcuance that already exists. In 
the next decade, there will be a rapid decline in the number of 18-24 year olds from 
middle income families and a relative increase in the number of 18-24 year olds 
from low-income families. Since trends show an increasii^g focus of aid toward 
middle income students^ despite their declining numbers, the growing number of 
low income students will continue to experience increiuihg inequality in obtaining 
Aindihg if federal policy is not changed. 

Two studies for the Commission by Applied Systems Institute comparing college 
students in 1974 and 1981 uncovered some surprising facts that reinforce the conclu- 
sions I have set forth. Among the most significant findings ^f the studies were: 

More than twice as many students from families with incomes above $20»000 (in 
constant 1981 dollars) received federal assistanc<^ in 1981 than in 1974. 

At the same time, inflation combined with recession led to greater inequality in 
the distribution of family income. From. 1973 to 1981 the , number of families below 
the provertv line has increased by over 2 million or by more than 40 percent. The 
number of low-income families that needed assistance in attending college has also 
increased in the last decade. I 
' The percentage of the eligible 18 to 24 year old population "littending college was 
*up from. 26.4 percent in 1974 to 28.0 percent in 1981 or from 4.9 million to 5.7 mil- 
lion students. The participation rate for women was up, while that of men remained 

^ [ . , . . ■: 
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connliint. Dlnck* ih6w<Hl.% ntodwt Inore^w In pftrticlpfltion rtiU)^ whll© whlUi 

Whilo th»\4g|(rfjtf«t0 Amount of itudent ftld ap|)«»ni to havo lncr©w»«a Mirnlncftnt. 
ly from lOWto^Hg, tho amount of the ftverftgn ftwnrd hfl« not incm»ml oh fwiit an 
tho tuition pdd by endU Mtudent Consequently, rliing tuition* hftvo negatml nlnio«t 
Rll of the^ dollar vnlUe of Increftsed student aid awarded* 

'Hie bitfueat tfrowth Jn the percentage of itudenta aided between 1074 and lUHl 
wan W thiT higher Income leveln. Among lowent Income etudentn. there wnii either a 
decline In the percentage of atudenUi aided or a smaller Incr^^aiie than for highw 
Income tftud<tut«i. . n r i 

Lower Income Htudentu woro moet llkoly to receive tt'Hmttller award from « f»de^ 
al nourcei) combined In lOBl than thov wore In IU74. They nlno wore more llkoW to 
rocolvo an award of loM than »l»000 In 1081 than waa the Caao In 1074. Ii]«h«r- 
Income itudenta In 1081 were moro llkoly to rocolvo h total award exceeding |1»000 
than thc^y wero In 1074^ ^ ' , , . . ^ . 

Thoae nndlng8» along with teitimony I have heard around the country, auggost 
that' federal financial awletance doee affect acceae and choice* Ovor the year* IU73 
trtslOHl thoiw offecU have beenrit appeara, both fkniltlve fthd negative. Clearly, with- 
out the lncrea«e« In finding, many Vtudentu would have been forced out of colle((e 
or barred before they got hi the door. On the other hand, there ai>|>eani to have 
been a liubtlo ihlft of aid toward higher Income itudenta, If not away from lower 

Income atudenta. . , * .j i i. .i. r j i 

It 1b fair to Bay. then, that the minimal lovola of l\indlng provided by the federal 
govornmont during the pa«t few yoara, eepeclallv In light of Innatlonary prwwurcn, 
hnvo at bcflt prevented tho wholesale oxodu» of studonta from poor and noar-poor 
working famluee from our collogoa and unlvoraltloii. Instead of making collogo moro 
. acccJislble and a more realistic option ovor the past decade than It had been In tho 
preceding decade, federal ftindlng ha» failed to continue tho pace necowory to ac- 
commodate people who want a college education but lack tho financial moons to 

° Tho Commission also undertook o thorough analysis of tho Guaranteed Student 
Loan program, conducted by tho accounting firm of Touche-Ross, Touche-Rosi fourtd 
that the average student bbrrowor under tho QSL program usually pays In roal 
terms (adjusted for Inflation) an effective Interest rote of close to tore; In many In* 
stances, the Interest rate Is less than zero. This occurs because In an Inflat onary 
economy time lessens tho value of the dollar, because all payment of prlnclpol Is 
delayed until after the student leaves school and because, when repayment begins, 
the interest rate paid by the borrower Is below market rate. At higher rates of Infla- 
tion the, Incentive to borrow to finance a college education Is Increased— and the 
cost to government la Increased— because the Interest rate to the student Is fixed at 
below market rate. The total federal subsidy Is structured to provide tho highest 
benefits to students who borrow the largest amounts of money and who spend the 
longest time in college, because the federal subsidy Is highest when the jnoximum 
amount Is borrowed and repayment Is delayed as long as possible. These factors 
tend further to bias the system against poorer students. 
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attending college without Imposing on those students unreasonable future financial 
hardships. We did find, however, that adjusting the guaronteo mechanism and re- 
moving the student insurance premium would lead to savings for both the students 
and the federal government without damaging the integrity of the program. 

From its studies the Commission has drawn several broad recommendations 
which we hope will be'useful to Congress In the reauthorization process. Among 

them are: ^ j l n n 

A large federal grant program serving low-Income students, such as the reil 
Grant Program, should be continued and expanded. Funding for the prograin should 
more accurately refiect the current cost of attendance faced by students. Funding 
for Pell Grants over the past several years has not been sufficient to account for 
high infiation and reductions in other student aid programs. M 
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Ciimpu»*bAit«d tfriint ond work'itudy protfmmi ihould b« continued mid «xpiind«d. 
conibWnt with tho IXindlntf Ivvoli for othor Moral atudtat nld program*, rundlnf 
(br ihim Protfrumff ihould moro nccuratoW rofloot tho euriont coit or Rttndnnco 
fAPod by iiudonin nnd ihould oontlnuo to o« tnrtf^tod to iow>lncomo nnd minority 
itud^ntu t6 holp m^t unmet neod. 

Moro omphank ihould bo put on work progrAmn Uko ooUfW work^tudy ond coop^ 
erotlvo oducotion m eoureoe of itudent flnondul OMlitonco. SimllUirly, moro emphii* 
liii nhould bo put on the prlvnto ioctori which con ptnv iBg^lmportont role by provid- 
intf lM)th employment for cooperotivo educetfon reclpimo ond omployment*b«iK>d 
tuilon Hid. 

Funding for TRIO prouromi ihould be increiuied m thot the eervicoo cm be mndo 
nvoiliiblo to nn increaned proportion of elltrible etudent*. 

Fodernl public luiiiatAnce protrrome, luoh M AF£)C, Food 8t«mpit Medicaid, ond 
public houilng ihould l)o rovlewod by Oonffreei with on eye to ellmlnAtlng varloua 
existing dlilncentivee for unomplovod end poor pereoni to rocelve retroining and 
education to OMlut thorn In reontoring the work tbrcot 

In the coming reauthorliatlon procoei, Congreia hai the opportunity and roiponil< 
billty to aet the ffoali fbr higher oducatlon over thU dl(Ilcutt romalnlng yeare of thia 
decade. I know tnat thli lubcommlttoo will not. ai It hUa not In the paiti turn away 
from tho commitment to equal educational opporiuntly fbr all. With the arrival of 
tho knowledKo boned information age. now moro than over higher education ropro- 
lentJi an inveetmont not only in the lUturo of individually but in tho economic and 
tKhnological IViture of ourWition. The price tojg will not bo imall, but in terms of 
the coet to tho country of the big ticket items In the federal budget, hlghor educa- 
tion comeit cheap and repr^ienis a ronl bargain. A small Investment today will reap 
Inrgo dividends tomorrow. , 
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